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PREFACE TO THE THIRD EDITION. 


By some ‘ Indian Economics^ is regarded as a mean- 
ingless and an awkward term. The contention that 
unless you can construct an altogether new economic 
science out of Indian social phenomena, you can not label 
Economics as ‘Indian’ solely on the ground that you are 
dealing with Indian economic conditions, is full of force 
and deserves respectful consideration. But a moment’s 
reflection will show that the objection is merely a Sgkt 
about words. The term ‘Indian Economics* enjoys the ad- 
vantage of having had a long vogue and concisely expres- 
ses the meaning it is intended to convey, viz. its being a 
special study of Indian economic conditions, conducted 
with a view to discover the working of economic laws 
and to indicate efficient and beneficial methods of econo- 
mic progress. Thus understood, Indian Economics has 
its place well defined and secure and there ought to be no 
ground for dispute, at least among economists, as to its 
scope, purpose and nomenclature until another and a 
better term is suggested. Political Economy and Economics 
and several terms used in the exposition of the science, 
are themselves not free from objection, and there is 
absolutely no harm in using the well-defined and well- 
understood term ‘Indian Economics.* 

With regard to the study of Economics in this country 
it is stated that the usual teaching of the subject in our 
Colleges is based upon western conditions and experiences 
and that it is not properly correlated to Indian social pheno- 
mena. Wherever this complaint may be well-founded, it is 
obviously the fault of the teacher who must illustrate 
principles by referring to indigenous conditions and evolve 
conclusions from them. Right educational methods 
require that in order that the study of Economics iiaay 
prove stimulating and fruitful, it should be intimately 
associated with the surroundings and the observati^ons 
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of fche learner. This does not, however, render superfluous 
a specialized and intensive study of Indian economic 
conditions and problems, and our University has done 
wisely in including ‘ Indian Economics’ in its curricula 
far the B. A. and M. A. examinations. The economic 
evolution of the Indian communities under the stress of 
modern developments and the urgent requirements of 
healthy progress, demand earnest investigation and suit- 
able action; and it is necessary that the number of educat- 
ed people who can take an intelligent interest in economic 
problems should steadily increase in India. It is the 
main object of this book to help the student to observe 
and interpret th^ facts and tendencies of Indian life, to 
assimilate economic principles and to apply them to his 
own experiences and observations. It is likewise design- 
ed to assist the general reader to secure a working know- 
ledge of India’s economic position and prospects. The 
warm reception which the first two editions met with at 
the hands of students and the general public all over the 
country, testified to its having satisfied a real want and 
the author felt encouraged to issue a third edition in an 
enlarged and a thoroughly improved form. 

The opportunity has been fully availed of to give 
effect to many of the friendly and helpful suggestions that 
had been received. The text has been revised and re- 
arranged in several places and considerable additions have 
been made to it throughout. The summaries appended 
to the chapters have been taken out and the volume of the 
book has been increased so as to cover a larger field. The 
effects of the war upon capital, labour, finance, currency, 
exchange, banking, prices and consumption have been of 
a far-reaching character and they have been brought out 
in the appropriate places. The latest facts and statistics 
have been given everywhere and no pains have been 
spared to render the book uptodate, instructive and sug- 
gestive to diffei^Sht classes of readers. 

J’jfllEGUSSON OOLLEGIl, 

... V, G. KALE. 

%5th August, 1920. 



PREFACE TO THE FIRST EDITIOil 


The following pages have been written with the object 
of meeting the needs of students who require guidance ir 
the study of economic problems pertaining to India and of 
general readers who wish to get acquainted with the chief 
features of the economic organization and development cf 
this country. The book does not presume to deal exhaus- 
tively with the subjects discussed — volumes will be require 
ed to do so. It only seeks to show briefly how the princi- 
ples of Economics should be applied to I^idian conditions^ 
and to place before the reader the different aspects of 
Indian economic life. As such, the volume is expected 
to render material help to College students taking up 
general Economics, and Indian Economics in particular, 
as special subjects, and to all others who take any interest 
in the advancement of this country and specially i:: the 
proii3otion of its economic and social well-being. 

The general order of treatment usually found in 
books on Economics, has been followed with a view to 
conduce to the convenience of the student, but in doing 
so, care has been taken to bring into prominence chief 
among the peculiar economic problems which require care- 
ful study and demand a solution, in this country. Tha 
elementary principles have been briefly indicated in each 
place, and their application to Indian conditions has been 
pointed out. The economic changes which have taken 
place and which are in progress, have been traced, and the 
situation in India is compared with the development and 
position in Western countries. Very few people in India 
know the nature and working of even the simple laws 
which govern the production, exchange and distribution 
of wealth or are acquainted with the modern machinery 
of trade, currency, credit and finance. This ignorance 
lands people into curious mistakes when they try to tackle 
economic problems; and well-directed attempts at the 
promotion of progress, are rendered difficult Equally 
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dangerous is the easy optimism of those who are led away 
by appearances and draw comforting conclusions both 
from the contrasts and the analogies presented by Indian 
conditions when compared with those prevalent elsewhere. 
This book, it is hoped, will supply a corrective to both 
these tendencies, and will afford a true insight into the 
economic situation of India. 

The author has freely stated his own views on each 
question— this was inevitable and even necessary — and has 
also given reasons why he holds them. He has taken 
every care, however, to place the pros and cons in each 
case before the reader so as to stimulate thought and 
rouse a spirit of enquiry, and to help him to form an opin- 
ion for himself. The reader is referred, in each chapter, 
to the lirerature he must go through if he wishes to pro- 
secute his studies further, and the student will find the 
references helpful in acquiring a more intimate acquaint- 
ance with the subjects of study. Only very recently has the 
importance of economic studies come to be -appreciated, 
and the provision made for them is yet far from adequate. 
The text-books are very few and the information pertaining 
to different subjects is scattered through a large number of 
blue books, reports, monographs &c. The purpose of writ- 
ing this book will be fully served if it satisfies the want 
which, the author knows, is keenly felt by students and 
general readers. 


Fsrgusson College, 

Pooka. V. G. KALK. 

June^ 1917. 
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INDIAN ECONOMICS, 


CHAPTER I. 


National Economics* 


REFERENCES. 

Ran ABE : Essays in Indian Economics : Liai: The National Sys- 
tem of Political Economy ; J. Taylor Pjsddie : A National Systsm of 
Economics i THEODORE MORISON : Economic Transition m India ; and 
Organization of an Indian Province ; Moreland An Introduction to 
the Study of Economics; LEES SMITH: Studies in Indian Economics, 
Radhakamal 'Mqkerji; Foundations of Indian Economics; S. V. 
Kktkar: An Essay on Indian Economics; D. E. Waoha: Four Pa- 
pers on Commerce and Industry ; H. Stanley Jevons : Lecture on 
Eoonom’cs in India; N. M. Muzumdar : Lecture on the Study of Indian 
Economics; V* G. Kale : Indian Industrial and Economic Problems. 

1* Economics in India : — It is hardly possible to 
over-estimate the value of a close and careful study of 
‘ Indian Economics,’ and the importance of the investiga- 
tion of economic conditions and of the application of 
remedies suggested by it for the promotion of the well- 
being of the mass of the Indian people, has been widely 
acknowledged. The expression ‘ Indian Economics * has, 
however, been often misunderstood, and the idea of its 
constituting a special branch of study has been even 
ridiculed. Though a few well-known Indians have zealously 
devoted themselves to a study of Indian economic problems 
and have evolved a certain distinctive line of thought 
a> well substantial and definite results from their 
investigations, it can hardly be said that a ‘school^ of 
economic thought, as such, has been yet established in 
this country. 



2 


INDIAN ECONOMIOa 


It is true that a set of earnest students look at the 
more prominent questions relating to the economic con- 
ditions in India from a particular point of view which does 
not accord with the angle of vision of the authorities in 
this country and in England. Nor does that view-point 
commend itself to an influential section of publicists and 
thinkers whose diagnosis of and remedies for the economic 
ills of India are entirely different. The problems of poverty, 
trade, land revenue, finance, currency, fiscal policy, caste, 
and the attitude of the State towards industrial enterprise, 
are thus subjects on which opinion is sharply divided, and 
if a generalization may be allowed on such a subject, it 
may be observed that the trend of economic thought in 
India has been slowly hardening into an Indian ‘ school* 

Indian Economics’ does not constitute a separate 
science or a branch of the science of Economics. But 
Indian Economics may well lay claim to respectful con- 
sideration like English Political Economy, for instance, as 
it deals with peculiar political, social, intellectual and 
economic conditions which constitute an important sub- 
ject of research and study. At any rate, there is a general 
agreement that the progress of the country and the promo- 
tion of the welfare of its people, demand a scientific in- 
vestigation at the hands of those who can devote- them- 
selves to an inquiry into the material condition of the 
various classes of the community in India with a view to 
finding out remedies for -its amelioration. This is and 
ought to be the sense of the terra * Indian Economics’, and 
it should not be understood, as it some times is, to signify 
any fresh contribution to Economic Science or the formula- 
tion of new economic theories. 

The distinctive feature of the Indian school of thought 
referred to above, is its characteristically national inter- 
pretation of the facts of Indian life ; and it was developed 
as a protest against the economic policy pursued by the 
rulers of the country with respect to its finance, trade and 
industries. The position of India as a Dependency of 
Great Britain entailed the application to its administration 
of economic theories predominant in the ruling nation 
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and wliat is of greater importance, it meant the adoption 
of measures which were hardly suited to the requirements 
of the material and moral development of the people of 
this country. Divergent views will spring up among the 
followers of the Indian school as the shaping of the 
nation’s destinies passes more and more into Indian and 
popular hands, but the national bent of thought will continue 
to be its essential and distinguishing principle^ We do not 
think it possible to evolve altogether new economic theories 
out ofindian social and material conditions and conceptions 
though we may enrich the exposition of economic science 
by illustrations taken fromthe variety of IiTdian life and its 
interesting peculiarities and contradictions. Indian EconO'* 
mics, therefore, signifies a study of the problems of mate- 
rial development which confront the Indian people in their 
present stage of economic evolution with the background 
of their authentic and continuous history of over three 
thousand years and with the prospect'- of a plunge into 
conditions and aspirations of the civilization of the 
twentieth century. It is a statement of the social and 
material facts about the complex life of Indian people and 
the formulation of a body of views and postulates evolved 
from the study of observed facts and tendencies. 

2# Peculiar Conditions : — The social, political and 
industrial organization in India has its special features 
which require: careful study and which cannot be made 
easily to fit in with economic ideas and doctrines which' 
prevail at the moment in Western countries. These coun- 
tries themselves have passed through a variety of economic 
phases and experiences, and India presents economic and 
social phenomena which have appeared at different stages 
in tile development of western nations. The present in^* 
dustrial organization of Europe and America cannot be 
said to be the final phase of their evolution which has been 
brought about by different geographic, climatic, religious 
and political influences. It is neither final nor, by any 
means, perfect. 
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INDIAN ECONOMICS. 


On what lines India should or will advance cannot be 
definitely stated.^ But the unifying effect of British rule 
in this country, the peace and orderly government which 
prevail within its borders, the Western education which 
its people are receiving, the close contact into which this 
ancient land has been brought with the other countries of 
the most distant parts of the world, and the hopes and 
aspirations which have been roused in the public mind 
about their national destiny by happenings outside and 
within its borders, and particularly by the great World War 
which has set afloat new conceptions of national and 
international life that are taking a firm hold of the eastern 
mind, — ah thesi are factors whose influence on the develop- 
ment of India has been profound. The social institutions, 
the religious beliefs and the centuries-old traditions of the 
Indian people, have been and are being deeply affected by 
these influences, the result of which is a curious * mixture 
of old and new, Eastern and Western. Consequently Indian 
economic phenomena have become most complex, though 
highly interesting, and it is diflScult to say whither things 
are moving. It is the work of the economist to disentangle 
this mass of confused facts and tendencies and to apply 
to them the laws of his science in such a way as to suggest 
the lines along which progress should beneficially be 
directed. 

The vastness of the Indian continent, the diversity of 
physical and climatic conditions which prevail in its 


1 There are some thinkers who hold that India should try to pro- 
€ 0 ivo its distinctive civilization and to maintain its old economic 
organization, its social and industrial institutions and its traditional 
metboda of production and consumption. They do not %¥ant the intro- 
duction into this country of the factory system with all the evils which 
are associated with it. There is no doubt that India must avoid these 
evils, aad learn from the bitter experiences of western nations. But is 
it possible and desirable for India to do w^ithout machinery, steam and 
electrical power and production on a large scale and by improved 
methods and to stick to ancient practices, methods and institutions ? For 
the view criticiied here, see Prof. Badhakamal Mukerjoe^s I’oimdationa 
of Indian Economics «and tl© vritinga of Messrs. i\ N. Bose and 
A. Coomaraswamy. 
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different parts, the variety of planes of intellectual and 
social progress on which the several Indian peoples stand 
and the heterogeneity of ideas, usages and institutions 
which distinguish its numerous communities^ constitute 
the immensely confused though inviting material on which 
the student has to work, and sweeping generalizations 
and theories about India as a whole are absolutely our 
of the question. At the back of this diversity and over- 
shadowing it, there has always reposed a unity, however, 
which has not escaped the attention ev-en of the stranger. 
And the influences which British rule has set at work are 
shaping the economic as well as the political destiny of 
the land in a manner the tendencies and results of which 
are discernible to the careful inquirer. In this twentieth 
century no country in the world can remain in isolation 
and can help being plunged into the vortex of modern 
material civilization, and Asiatic nations will no longer 
be what they wore in the last century. Outside observers 
who do not know the Indian people intimately, therefore, 
feel that “ there is an urgent need that some one or some 
group of men should set about trying to create a dis- 
tinctly Indian political economy.” ^ 

3. Bconomic Policy. — Since the rise of the His» 
torical School of Political Economy, economic lavs nava 
lost their old dogmatic character, and it is now usual with 
economists, in dealing with the problems that come within 
their purview, to make allowance for different circum- 
stances which affect the operation of the laws of their 
science. The axiomatic assumptions of the older econo- 
mists are no longer accepted as the starting points of 
discussion, but the development of every economic 


1 Prof. Lees Smith ; * Studies in Indian Economics.’ He goes on 
to observe: — The difference between the problems of England and 
those of this land must show you that there can be no greater danger than 
that of blindly following the writings of English economists. They 
are wiitings for a country in which the conditions are entirely different 
to those which obtain here and they have at the back of tbeir minds 
probiema which are everything to them but which are little or nothing 
to you.” 
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phenomenon and institution is carefully traced and the 
bearing upon it of political, social and intellectual environ- 
ments is properly taken into account. The inductive 
method of inquiry, used in conjunction with the deductive, 
has strengthened the position of the economic science and 
has rendered the role of the economist more practical and 
valuable. 

In economic, as in political affairs, two different and 
conflicting veins of thought are seen running along the 
development of the policy of the State in this country. 
Imbued with ideas and theories imbibed in England, the 
Indian rulers have sometimes attempted to foist upon an 
alien civilization the systems accepted as correct and 
beneficial in their own country, and it is no wonder if the 
doctrines of the orthodox economists should have been 
applied wholesale to the conditions in India. On the otlier 
hand, the peculiar features of the political and social 
organization in this country have been made the ground 
of a refusal to adopt in India measures which experience 
has proved beneficial in England and particularly on the 
Continent and in America and Japan. If laissez faire has 
thus been the keynote of the policy of Government in 
certain matters, in others it has gone to the other extreme, 
and some of its measures are national and socialistic to 
a degree. ’ 

We have noticed this fact not to emphasise the in- 
consistency lurking in the policy of the State in India but 
rather to show that the lessons of the recent development 
of economic thought have not yet been adequately taken 
to heart by Government. Students of Indian Economics 
feel that the experience gained by nations similarly cir- 
cumstanced as India, is very valuable and that the 
measures taken by their Governments to promote the 
national prosperity of their people should be adopted in 
this country though they may militate against vested in- 


1 See Ranade's Essay cn Indian Political Economy ; and Mr* Mon- 
tague’s speec^ oB Indian Land Policy in Speeches on Indian Questions by 
the Rt. Hon* ^r. Montagu. 
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terests and against pre- conceived notions as to correct 
economic doctrines which, after all, have relative ap~ 
plicabilityJ 

Apart from the peculiar geographical, climatic, re- 
ligious and social factors which peculiarly affect the 
economic condition of a country, there are other currents 
and cross-currents such as the consciousness of a growing 
oonimunal and national unity, the resistance of old ideas 
and usages against all change, the struggle for self- 
preservation, the tendency to imitate and assimilate 
foreign institutions and ideas and the desire to attain a 
higher standard of material prosperity, which play an 
important part in determining the actions of peoples and 
states. In the construction of ‘ an independent body of 
economic doctrines which could be logically deduced from 
the observed facts of Indian society,’ special national 
considerations will have their own share. Indian Econo- 
mics will, in this sense, be as List says, a National Politi- 
cal Economy as distinguished from the cosmopolitical. 
Economic doctrines must go through the ordeal of ap- 
plicability to Indian conditions. Mr. Ranade systemati- 
cally showed how this was necessary and his lead has been 
followed by several students who have thought and written 
on the subject. Sir Theodore Morison is right when he 
observes that the time has not yet come ‘when it is possi- 
ble to attempt a complete statement of the economics of 
Indian industry,’ because ‘ the material at our disposal is 
at present too scanty’ ; yet the pains-taking and observant 
student knows Indian conditions well enough to enable 
him to discuss and indicate the direction in which things 
are moving and ought to move. 

9, Importance of Economic Studies.— That 
Indian Economics deserves careful study, is a truth which 
happily has now been recognized, as we have stated 

1 Wi iters of the Historical or National School of Economics, therefore, 
insist that “Science mnst not deny the nature of special national circn in- 
stances, nor ignore and misiepresent it, in order to promote cosniopolitan 
objects. These objects can only be attained by paying regard to riatiire, 
and by trying to load the separate nations in accordance with it to a 
higher aim.” — Frederic List, 
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above, on all hands. In spite of its great value, however, 
for the promotion of the well-being of the people of the 
country, the subject has not received the attention it 
deserves. Earnest men, convinced of the close relation which 
subsists between a correct knowledge of economic laws 
and conditions and the progress of society that may be 
achieved by the practical application of that knowledge, 
have always deplored in India the general apathy of the 
educated classes towards economic studies.’ This in- 
difference is largely due to the insignificant number of 
highly educated persons compared to the total population, 
to our defective system of education and to the discourag- 
ing conditions tljat surround the student. Whatever the 
causes may be, latterly signs of improvement have been 
visible on all hands. The Universities are taking kindly 
to the subject, for the teaching of which provision is being 
made, and the need of a study of economic science and of 
Indian Economics, has been emphasised by the work of 
our Legislative Oounc|ls and the economic awakening 
which seems to have come over the country- 

Indian Economics, as we have pointed out above, is 
not an independent science, because it does not seek to 
discover new laws which were not known to earlier 
fhinkers. We have indeed to observe things as they are, 
describe the economic activities of the different classes of 
the popuJation and to study the different economic pheno- 
mena like high prices, low wages, expanding trade and 
increasing rents, and have to point out the relation of 


i ‘"Who will deny that for the future well-being of our national prot- 
perity, the study of economics is of priceless value ? Is it not our pa^ 
ramount duty to wake up in this respect, if we are to succeed in the keen 
competitive race now going forward in the world, in arts and industries, 
manufactures and commerce, in fact, in all matters which contribute to 
the larger production of wealth ? The universal recognition of economic 
studies in all the civilized countries of the West is, we need not say, th® 
most gratifying feature of our busy age and the most hopeful sign of 
the better welfare of the human race in the future. We earnestly put 
it to our countrymen whether they are to stand aside while the human 
race is progressing V — D* E. Wacha : “ Four Papers on Commerce and 
Statistics.’’ 
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cause and effect. But we have also to indicate how im- 
provement may be effected by individual and collective 
action, and how evils may be prevented and remedied, It 
thus suggests an application of economic laws to Indian 
conditions and partakes more of the nature of the art of 
Economics or of a normative science. It is, besides, 
national in this sense that it deals with the peculiar 
conditions of India and has in view the special require- 
ments of the material advancement of its people. 

No study of existing conditions is likely to be complete 
and fruitful unless it is supplemented by an inquiry into 
the development of Indian economic and social prac- 
tices and institutions through different stages from anti- 
quity. The present can be clearly understood only by 
a fbference to the past. And it is- necessary in each case 
to trace from its source ^he- history of a question that hp»s 
to be considered. Unless we probe a problem to the 
bottom and get at the fundamental conceptions of things, 
our disoussion will be superficial. Such investigation must 
constitute an important feature of Indian Economics, 
Much useful light is being thrown by scholars upon some 
of the dark and obscure portions of Indian history to en- 
able the economist to pursue his inquiries with profit. The 
economic inquirer must avail himself of all the material 
that is available and collect all the information he can, so 
that a comprehensvie view of things may be taken and 
correct conclusions may be drawn. For, economic practice, 
social institutions, laws, usages and religious ideas are in 
India so closely up bound together that a knowledge of 
these several aspects of life is indispensable to a clear 

understanding of the economic position and development. 

# 

5. Theory and its Application. — The compara- 
tive poverty and the general backwardness of the large 

2 
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mass of population in this country, are patent to every 
one who has devoted any thought to the subject. The 
standard of living and the earning capacity of the people 
are extremely low and the scope for improvement is vast. 
The social structure, the industrial organization and the 
methods of production all require reform, and if a con- 
scious and systematic effort is to be made, it must be based 
upon accurate knowledge of facts and well-thought-out 
schemes. What part the State should play in bringing 
about this consupiuiation, what steps it ought to be 
expected to take for that purpose and how the creation of 
larger quantities of wealth in the country should be faci- 
litated by a change in the attitude of individuals and 
groups of individuals as well as of the State, are questions 
the solution of which depends on economic studies, whose 
results may be relied upon to suggest suitable action. 

The growing population of India must be deceiqily 
housed, fed and clothed and the general level of its living 
must be raised. The national dividend must increase 
and its distribution must be rearranged so that a much 
larger share of wealth may fall to the lot of each person 
enabling him thereby to live a more happy life. The pre- 
sent condition in this respect, is, by common consent, not 
satisfactory, and the problem can be effectively solved only 
by a fruitful economic study and an earnest endeavour to 
apply the remedy suggested by it. The work of the economist 
is cut out for him. What is required is enthusiasm and 
training. ’ Few people have an. idea that there is a science 
of economics and that phenomena of industry, trade, wages, 
prices and poverty are governed by laws ; many believe that 


1 “ Tbat spirit of self-sacrifice is wanted amongst increasing nnmbeii 
in this great Empire ; it is wanted particularly in Economics and the 
hindred social sciences, for truly the problems of an economic character 
awaiting solution are gigantic. There are certain ways, too, in which 
India may be said to be particularly dependent upon the science and the 
art of economics for progress in social legislation.^^ — Fiof. H. Stanley 
Jevong ; Economics in India — Inaugural Lecture. 
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they know the nature of social ailments and their speci* 
fics when as a matter of fact they have not even the 
glimmering of the essence of those problems.^ 

The task of the economist is not less responsible in 
India than In other countries- His conclusions will run 
counter to the accepted policy of the State in certain 
respects and in others they will come in conflict with 
the pre-oonceived notions of the people. Not only has 
the Indian economist to disentangle complex facts 
and correctly to interpret them, pointing his finger to 
the right path of progress to the State and to the 
various classes of the community, but he has also 
to expose himself to the charge of being an impatient 
idealist, an arm-chair critic, an unpractical, inex- 
perienced opponent or an irfeverent, radical reformer 

1 “ It is a popiilai delusion, that, while economic science itself is a 
difficult subject:, the discussion of practical proMems, in which economic 
forces play au important part, can safely be undertaken without special 
pieparaiiou. There is no wuriiat for this view. The study of econoinic 
theory is, indeed, difficult bui the application of the knowledge, which 
that study wins, to the guidance of practical affairs, is an oven heavier 
task : for it needs, not only a full understanding of the theory, but also 
the trained judgment that can balance against one another a large 
number of qualifying considerations.”"— Prof Pigou: Wealth and Wel- 
fare. 

Referring to students of Economics, Prof. Pigou observes “The 
complicated analyses, which they endeavour to carry through aie 
instruments for the betterment of human life. The misery and 
squalor that surround us, the injurious luxury of some wealthy families, - 
the terrible uncertainty ovei-alndowing many families of the poor, — 
tlicso are evils too plain to bo ignored. Whethei the life of man ends 
with his physical dcathj or i=5 destined to pass unscathed through that 
gateway, the good and the evil that be experiences heie are real ; and 
to promote the one and restrain the other is a compelling duty. It is 
easy, if we will, to make the difficulty of the task an excuse for leaving 
It unatternpted- But, difficulties, which deter the weak, are a spur and 
stimulus to the strong. To display them, not to conceal them, is the 
way to win worthy recruits. Neither by the timidity that waits at a 
distance, nor by the w*M rush of undisciplined ardour is the summit of 
great mountains attained. First we must understand our task and pre- 
pare for it ; and then, in- the glow of sunrise, by united effort, we shall 
art last, perhaps, achieve.” 
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and westernised materialist. He will have to take into 
account Indian ideals and ways of thought and action 
and decide how far they may be beneficially retained or 
suitably modified. He will also have to say things which 
will prove unpalatable both to the Government and to the 
people as they refer to the policy and measures of the State 
and the beliefs and social customs of the different classes 
of the population. Neither this difficulty nor the other of 
analysing complex problems and suggesting their solutions 
ought to deter the economic student from his important 
and apparently thankless task. 

6. Economic Problems Difficult problems con- 
front the student^ at every turn. For instance: — Do the 
peculiar religious beliefs and social usages of India preclude 
the possibility of a speedy progress in the economic uplift of 
the people ? Is it possible for India to stick to her own suppos- 
ed peculiar ideals and make other nations accept them ? 
Should Indian industrial development run along Western 
lines ? Can India be a manufacturing country ? Is it prac- 
ticable and desirable to continue the old indigenous indus- 
tries, and can small industries compete with foreign 
manufactures working on a large scale ? How do social in- 
stitutionslike caste, affect the economic progress of the 
people ? What changes in the ideals and ideas of the people 
and the political and social institutions of the counti«r are 
needed to promote rapid advancement ? Is the existing 
educational system of the country calculated to assist in 
the improvement ? Is the present land revenue system 
in need of reform ? How can more money be raised from the 
people by the State through taxation and otherwise with- 
out prejudicially affecting their standard of living and how 
may it be spent to their undoubted benefit ? What should 
be India’s fiscal policy and what should be her relations 
with the other parts of the British Empire and with for- 
eign nations ? What should be the cuwrenoy system of 
India and how should banking be developed in 
the country? What is the condition of agricultural 
and factory labour and how may it be improved? 
What should be the relations of national, provincial and 
local finance ? Should the State manage its own railways f 
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"What is the relation between housing and sanitation, urban 
and rural, and the well-being and efficieney of people ? 
How may public charity be directed into more useful chan- 
nels and mendicancy be discouraged? How can the 
lower classes in the community be uplifted and their 
capacity to produce and consume be increased ? 

These and other questions of this character assail the 
Indian economist and demand a solution at his hands. 
And well may he be weighed down with a sense of respon- 
sibility that rests upon his shoulders. Economic inquiry 
ought not to be merely an intellectua]^ pastime to him* 
Nor must economic discussion be merely a warfare of 
words. The influence of economic investigation and of 
the conclusions to which it may point, must be brought to 
bear upon the life of the community and the actions of the 
State. In this lies the peculiar importance of the work of 
the economist.^ It is in a spirit of profound devotion to 
science and untiring search after truth, inspired by a 
patriotic desire to contribute to the betterment of the 
people, that Indian economics must be conceived* and the 
Indian economist must work. And the^value of economic 

1 “ The economic student, i£ he is worthy of his calling, will proceed 
without fear or favour ; he’ will be tabooed as a socialist by some, as a 
minion of capital by others, as a dreamer by more. But if he preserves 
his clearness of vision, bis openness of mind, his devotion to truth, his 
sanity of judgment, the deference paid to his views which is even now 
beginning to bo apparent, will be more and more pronounced. The 
influence of economic conditions on economic theory has been, let ns 
hope, abundantly demonstrated; but the reciprocal influence of economir 
thought on actual conditions is in danger of being overlooiied. Econo- 
mics is therefore both the creature and the creator. It is the creature 
of the past; it is the creator of the future. Correctly conceived, 
adequately out-lined, fearlessly developed, it is the ji’-op of ethical 
upbuilding, it is the basis of cocial ]X 0 gress ” Seligmaii : Principles (f 
PJeonomigSi 
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studies in India cannot be too much emphasised under the 

conditions which exist at present in the country. 

7. ©onclusion The so-called natural laws of the 
classical economists, to whom, however, belongs the honour 
of having laid the foundations of a new science, have now 
been discredited and their touching faith in the efficiency 
of freedom of competition and in the sufficiency of the 
spontaneous acts of individuals for the progressive im- 
provement of the human race, has proved to be an illusion. 
The huge losses and the enormous suffering caused by the 
world war, have brought home to all minds the urgent 
need of international co-operation and solidarity and have 
produced the idea of the League of Nations. But fears 
are expressed, and they are not groundless, that this may 
turn out to be merely death-bed repentence and that 
nations will not have driven the old Adam out of them 
when they find themselves on their feet again. Writers 
used to refer to the economic competition of foreign 
nations ,as an ‘^invasion” of markets and even now the 
fixed determination to conserve and to exploit natural 
resources in the interest of their own peoples, is s:en ani- 
mating the deliberate policy of Governments. Democracies 
are, however, growing powerful every where and the hope 
of the world enjoying a prolonged peace and economic 
prosperity based upon international amity and good will, 
will turn upon how their authority is exercised- 

The conciousness of a separate national existence and 
of separate national interests, is deep-rooted among 
peoples and there is more conflict than co-operation in the 
international relations of .the world as it stands to-day.’ It, 
therefore, sets limits to the operations of the laws of the 
orthodox economists and constitutes unimportant factor in 


1 See Eabindranatb Tagore’s “ Nationalism.” 
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the evolution of national economics.^ The position in 
India is peoulialy difficult. As a nation on a very low 
plane of material prosperity, India has extensive ground 
to cover to come up with other peoples. India has the 
advantage of being a member of the British Empire but 
her people are only just beginning to secure some measure 
of control over their economic destiny. Her partnership 
in the Empire must become real and must prove a 
source of strength to herself as well as to the other mem- 
bers of the Imperial organization. 

Each nation is trying to take lessons of the war to 
heart. English statesmen and publicists did not wait for 
the termination of the war to ponder ovejr the measures of 
reform ; and problems were discussed, plans laid out and 
operations commenced while the bitter struggle dragged 
its weary length. The need of pursuing the same policy 
is keenly felt in this country and much more keenly than 
elsewhere because the cry of Indian Economics is an old 
one. A silent, social and economic evolution has steadily 
poceeded in India during the last one hundred years. The 
railways, the post, the telegraph and the steamer linked 
India to other countries, and our foreign trade, involving 
competition with western manufactures, has shaken to its 
foundations the old fabric of our economic organization. 
The working of these and other influences has necessi-' 
tated a systematic study of Indian economic conditions 
and the adoption of measures to improve them. 

The poverty of the mass of the population and the 
evils which accompany it, oonsititute the most urgent pro- 
blem that has got to be faced, and the only way to do it 
successfully is to make a comprehensive and sustained 

1 “ The term political economy is an empty phrase ; it e^gnifies 
nothing in modern practice ; it has outlived its usefulness unless it be 
'retained for the purpose of defining the science of Laissesi faire^ Laisse^ 
passer, as enunciated by John Stuart Mill and the Cobdenito school. On 
the other band, National Economics is a science which constitutes the 
basis of nationality and is designed to control all the laws and regula- 
tions relating to education, chemistry, production, transportation, and 
banking out of which viealth is created ; it seeks to make all dead 
values remunerative. T. Peddie j A National System of Econoimcs* 
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effort to diognose the disease and to apply suitable reme- 
dies. The goal to be reached is thus the attainment of 
material prosperity by the Indian nation, and the path to 
reach it is that of national economics indicated above. 
The existing methods of the production, circulation and 
distribution of wealth must be adjusted to the changing 
conditions and requirements of the people and the State 
must play an active part in promoting progress. This 
requires intelligent and patient investigation and also 
willing and trained workers. The value and the responsi- 
bility of the work of Indian economists will grow with 
every step in the nation’s advancement which has just 
-entered upon a new and important stage. 
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8* Progress : — The priaciple of evolution has been 
applied to the study of phenomena of social change, and 
striking results have been obtained. It is now the practice 
with students to trace the stages through which religion, 
literature, political institutions, morals, social customs and 
industrial organization have passed before reaching their 
particular forms we witness in different countries. This 
knowledge of the past and the present is a useful guide to 
the determination future, and the statesman and the 

sooiiiitreformeii^jm ample benefit from a study of 

social evolution. History records examples of peoples 
who stagnated and decayed, and we see before our eyes 
nations wtiich are going forward with rapid strides. Pro- 
gress is af complex phenomenon. It is quite possible that 
in a community there may be visible a strong intellectual 
growth and yet physically, materially and morally it may 
be on a downward grade. Or a nation may be on the high* 
road to material prosperity but may be morally degraded 
Different social and political conditions act and react upon 
3 
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one another, and progress is the sum-total of development 
taking place in various directions. 

The well-being of a people is not determined only by 
an increase in the material wealth it produces and has at 
its disposal. Nevertheless, it is a valuable criterion of its 
progress. And ideals of individual and national well-being 
may themselves change with the modification of material 
conditions and social institutions ; and what is set down 
as gross and wasteful to-day, may come to be regarded as 
refined and helpful to-morrow. Steady increase of popula- 
tion, improvement of its physique and health, an augment- 
ed production of wealth resulting from the application of 
science to industries, a satisfactory distribution of the 
nation’s income among the various classes of which it is 
composed, a bettering of the material and moral condition 
of the masses and the easier accessibility of intellectual and 
social comforts to continually growing numbers in the com- 
munity— these are indications of progress, and every 
nation must strive to attain a higher and higher stage of 
development along these lines. 

9. Wealth and Welfare:— Material wealth is in- 
deed only one factor in the welfare of a community and by 
no means the most important factor. Man does not live by 
bread alone. But he cannot not live only on matephysical 
speculation either. Materialism which subordinates the 
internal sources of satisfaction to the external, has been 
condemned by most religions, and .the pursuit of wealth by 
individuals and the peculiar social organization to which 
It gives rise, are often regarded as inconsistent with high 
moral and spiritual ideals.’ Those who take this view do 
not, of course, contend that an increase of material wealth 

1 “The Ohrietian view of wealth would seem to be that wealth is 
less important for welfare than the internal sources of satisfaction ; an 
increase of wealth is not necessarily an increase of welfare and wealth 
should not be allowed to stand in the way of other kinds of welfare; it 

18 not possible for a rich man to enter the kingdom of Heaven, but his 

riches are as great an obstacle to entering the kingdom as a camel’s load 
iMo passing through a postern gate. Economics for the General 
Keader ” 1 )y Henrv Clav. 
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brings no satisfaction or that it adds nothing to welfare. But 
they are of opinion that the pleasure contributed'by the in- 
crease of wealth is evanascent and uncertain and is, 
therefore, inferior to spiritual welfare. 

In all countries and at all times, individuals have 
preached and even practised the simple life in which wauls 
are reduced to the smallest dimensions, and contentmen: 
has been sought which does not depend upon the possession 
of the goods of this world. Under modern economic orgari- 
ization, and according to modern conceptions of welfare, 
emphasis is usually laid on external sources of satisfaction 
though material wealth is not unoften regarded as a potent 
means to attain a higher end. There is a marked tendency 
to identify welfare with wealth and the condition of a 
nation, as of an individual, is guaged by the measure of 
money income. It was this conception of wealth which 
brought upon the modern Industrial regime and economic 
doctrines the pious wrath of thinkers like Ruskin and 
rendered economic science an object of contempt and 
condemnation because that science was believed to have 
been based upon the principle of self-interest. Now, Eco- 
nomics does not teach selfishness ; nor does it place the 
pleasures of the senses on a higher plane than spiritual 
bliss. It only takes human beings as they are and studies 
their action and motives with reference to the acquisi- 
tion and use of material wealth. It discusses human 
desires and activities and shows how the most efficient 
methods may be adopted to attain the cherished end. 
•But it does not presume to pas.s any ethical judgment 
though it does take into account religious sentiments 
and ethical ideas to corelate its conclusions to facts of 
social life. 

10. Ethics and Economics The supposed an- 
tagonism between Ethics and Religion on the one side and 
Economics on the other, is not real. It must, besides, be borne 
in mind that the desire to improve one’s material condition, 
the ambition to rise to a higher status in society and the 
struggle for the possession of worldly goods, are not the 
peculiar features only* of modern times and of modem 
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civilization. Recent progress of humanity has indeed 
chiefly lain in man’s increasing conquest over the powers 
of nature and their utilization for the promotion of man’s 
comfort. As new utilities are being discovered, the range 
of objects calculated to satisfy human wants is extending. 
More than a hundred years ago, Malthus was at a loss to 
know how the growing population of the world would be 
fed, but his fears have been falsified by the continually 
increasing stock of the necessaries of life and even of 
superfluities, thanks to the progress of physical science 
and improvement in man’s power of organization. 

Some people appear to think that the materialism of 
their generation, indicated by the increasing number of 
wants and the waxing struggle of man to satisfy them, 
betrays the degenerate character of the days on which 
they have fallen, and they cast ‘ a longing, lingering look 
behind’ on a golden age which they locate somewhere in 
the past. But they fail to realise that if their line of 
reasoning were rigidly followed, the happiest times in the 
history of mankind would be those when man had not yet 
emerged from the savage state. They will have to set up 
the primitive man as the happiest human being whose lot 
they may envy, inasmuch as he had very few wants, and 
had not much trouble in satisfying them. 

It may, however, be contended that we are using the 
language of exaggeration in presenting the attitude of 
those who condemn materialism and advocate the reduc- 
tion of wants in number and intensity., What they perhaps 
mean is that material wants should be replaced by wants 
of a nobler kind. Plain living and high thinking is a 
motto which we respect and thoroughly approve, and no 
better ideal can be put before an individual or a com- 
munity- But it is erroneous to suppose that purely econo- 
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mic wants have absolutely no moral value or that the 
highest good of humanity can be achieved only by pursuing 
religious and ethical ideals to the neglect of material 
progress.^ In fact, no civilization would have been possible 
if our ancestors, whose attitude on life is sorely misunder- 
stood and misrepresented, had not striven to promote their 
material welfare and had remained content with things as 
they found them. A review of the history of Indian civi- 
lization for the past three thousand years, will disclose 
the efforts made by the people to better their material 
condition and the sense of perspective they showed in 
dealing with the different factors of progress. 

Communities have advanced from one economic stage 
to another, and at each step they have had their own 
problems to face and battles to fight.^ Conditions in our 
times are quite different from what they were even in the 
near past. They have grown more complex and the dif- 
ficulties involved in them are being overcome. Means of 
communication have become easier, and no people can now 
live in isolation and remain unaffected by a contact with 
other communities and nations. New nations have risen 
and are expanding, and population is everywhere in- 
creasing. Peace and democratic government, the advance 
of the physical sciences, and the extentionof international 
commerce, are forcing new problems to the front and every 
community has tt) adjust itself to these changing con- 
ditions. Old institutions have grown out of date and are 
found unsuited and old solutions have lost their appli- 


1 “ Each new want is an additional bond between men, since we 
cannot, as a rule, satisfy it without the help of our fellows ; in this way 
the feeling of solidarity becomes stronger. The man who has no wants, 
the anchorite, is sufficient to himself ; this is just what he should not be- 
As for the working classes, we should be glad, and not concerned, that 
mew wants and desires torment them unceasingly ; were it not for this, 
they would have remained in perpetual bondage. ’’ — Charles Gide s 
JPolitical Economy. 

2 See Ely’s Evolution of Industrial Society.” 
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cability. A commumfcy will, under these circumstances, 
stand still at its peril and the bogey of so-called materi- 
alism ought not to frighten us while we are engaged in the 
work of reconstruction and readjustment. 

ll» Wo ©onflict 5 — It is a misconception to suppose that 
man is, on the whole, more dishonest in the midst of 
modern surroundings than he was in the past and that the 
modern economic organization has led to demoralization.^ 
There is evidence, on the contrary, to believe that ethical 
considerations aje having greater sway over the individual 
and the national mind and that the social and economic 
institutions of the present day are making man, on the 
whole, a better man. Had this not been so^ our interna- 
tional commerce, finance, banking, and concerted action 
for material and moral improvement on the part of the 
nations of the world, would have been impossible. These 
developments presuppose and foster greater mutual trust 
and sympathy, and the ethical sense of civilised com- 
munities is perceptibly growing stronger every day. There 

1 every age poets and socul lefomiora have tried to stimulate- 
the people of tbeii* own time to a nobler life by enchanting stories of 
the virtues of the heroes* of old. But neither the records of history nor 
the contemporary observation of backward races, when carefully studied, 
give any support to the doctrine that man is, on the whole, harder and 
harsher than he was, or that he was ever more willing than he is now to 
sacriSce his own happiness for the benefit of others in cases where 
custom and law have left him free to choose his own course. Among 
races V/ hose intellectual capacity seems not to have developed in any 
other direction, and who have none of the originating power of modern 
business men, there will be found many who show an evil sagacity in 
driving a hard bargain in a market even with their neighbours. No 
traders ire more unscrupulous in takingjadvantage of the necessities of 
the unfortunate than the corn-dealotB and money-lenders of the East. 

— MarsWU Economics of Industiy. 



m CONFLICT. 23' 

is really no antagonism, as we have stated above, between 
correct economic action and true economic theory.^ 

Our view is that though material wealth is not the 
only source of welfare, it is not to be despised, because it 
too assists largely in elevating man to a higher level. 
Production upon a more extensive scale is placing within 
the reach of the lower classes the means of intellectual 
happiness which are no longer the monopoly of the few 
favourites of fortune. Apart, again, from what the ideal 
human being should be, man as he has been and is to-day, 
wants material comforts and our economic organization 
must be so designed as to provide these in sufficient 
quantity. It must be borne in mind further that our 
ethical ideas themselves are being modified by our changing 
surroundings. We are no longer disposed to condemn large 
masses of people to a life of servitude or degrading drudgery 
on the score of their inferior birth nor are we disposed to 
respect a life of renunciation or mendicancy as such as 


1 Sympathy or altruism pushed to an extreme involves the destruc- 
tion of self and therefore the death of society ; self-interest or egoism 
pushed to an extreme means the destruction of others and therefore like* 
%vise the death of society. Social life can endure only through a balan- 
cing of these two principles, each reinforced by the other. Since econo- 
mics, like ethics, is primarily a social science, the true economic action 
must in the long run be an ethical action. An individual may pursue 
selfish economic ends, and may augment his own wealth at the cost 
moral progress ; hut he is then subordinating public to private consider- 
ations. Broadly speaking, regarded from the point of view of society 
as a whole, what is economically advantageous must in the long run be 
right ; and what is correct in ethics must in the end also be profitable to 
the business world. The modern economist, therefore, has become just 
as mindful of the ethical aspects of every economic problem as the 
modern moralist has been forced to recognize the economic side of his 
ethical problem.” — Seligman : Principles of Economics, 
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being superior. The democratic ideal is producing 
reaching effects upon our social structure and economic 
institutions.’ 

12. India No Exception : — This discussion of the 
character and effects of wealth may appear superfluous or 
irrelevant. But in a treatise on. Indian Economics, a re- 
ference to this question is essential inasmuch as it has 
been discussed in this country from very remote times and 
two rival schools of thought have been fighting over it 
There is also an amount of misconception prevalent about 
it in India and outside at tbe present moment and it has 
an important bearing upon the economic development of 
India for which great solicitude is evinced on all sides. 
It is usual to contrast the materialism of the west,‘^ of *the 
land of the mighty dollar’, for instance, with the spiritua- 
lism of India, and this contrast is sometimes cherished by 
Indians as a compliment and not often made by outsiders 
through a feeling of contempt mingled with pity. This 
difference between the two attitudes on life strikes the 
superficial observer as fundamental, and Indian people are 
not unoften relegated to the category of inferior races. 
But the same judgment could have been passed upon the 
peoples of Europe in the Middle Ages and may be passed 
on some of them even at this date. 

In the words of the late Mr. Justice Ranade, India 
has been ruralized and at the present moment, stands 
upon the threshold of the capitalistic and factory regime. 
Because India is poor, the wants of her people are limited 


1 “ Wealth gives liberty in this sense : it increases oppertnnity giving 
the possessor more choice in the use of his time and fuller means of self- 
determination or self-expression. The effect of an increase of wealth 
upon welfare may be neutralized by misuse or waste : the increase must 
be balanced against any change for the worse in the conditions of pro- 
duction, and allowance made for tbe indirect effects which an increase 
in one pei son’s wealth may have upon other people’s welfare. But tbe 
increase in opportunity remains ; there is a potential increase in weljbre.” 
— Henry Clay ; Economics. 

2 Swami Vivekananda’s Speeches and Writings. 
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and agriculture is her main industry, it does not 
follow that she is more spiritual and dreamy than the 
West or that she is of a weaker mould. There is abundant 
evidence to prove that India was rich in the goods of this 
world as well as in spiritual and cultural wealth ; that her 
people desired and enjoyed material pleasures ; and that 
arts were cultivated and the physical sciences were 
zealously developed in India. The poverty and backward- 
ness of India are due to other causes—her progress was 
arrested and she has not been able to march with the 
times. And this does not prove that Indian people are 
wanting in the sense of« enjoyment or that they are so 
much taken up with the thoughts of the^ other world that 
they have no appreciation for mere material pleasures. 

13. Evidence of History-— The history of India, 
even of the remote past, is full of evidence which proves 
that the judgment contested above, is the result of ignor- 
ance, and is based upon a superficial observation of the 
existing state of things. The splendid empires of Chandra- 
gupta and Ashoka, of Samudragupta and Harsha, of the 
Moguls and of the Marathas, would have been impossible, 
if the people of India had scorned the joys of this world 
and had been incapable of material progress. The extensive 
commerce this country carried on with the outside world, 
even in the times of the ancient Greeks and the Romans, 
bespeaks the enterprise and industrial activities of the 
Indian people. The cloth, timber, precious stones and 
spices of India were carried in Indian ships and by Indian 
merchants to Persia, Egypt and to the countries situated 
on the Mediterranean coast-’ The large and beautiful 
buildings and the canals and public roads of the times of 
Mahomedan rule and the arts and industries which dis- 
tinguished India and attracted to her coasts the adventur- 
ous merchants of the West, do not certainly support the 


1 See ** Four Papers on Commerce and Slatialics'’ by Mr. D. E. Wacha. 
4 
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idea that the Indian spiritual ideal is such as to militate 
against the prospect of her attaining material prosperitj,^ 
Far from this idea being accepted as a sort of compli- 
ment, certain Indian scholars have strongly .resented the 
stigma cast upon Indian civilization and Indian character, 
and they have demonstrated from facts recorded in docu- 
ments that for several centuries India was in the vanguard 
of material as well as of spiritual development. People are 
obsessed by the glamour of modern western civilization and 
are depressed by the stagnation they see all round in India, 
into forgetting the glories of the past history of this coun- 
try and into thinking that this state of things has prevailed 
here from olden tiipes. But this is a mistake and the fact 
must not be ignored that India played a conspicuous part 
in the development of human civilization which compares 
favourably with the contribution to progress made by any 
other nation.^ , 

1 Euskin’s exhortation to his countrynian to return to the gorgeous 
East their borrowed ideas about possessive wealth, is an interesting com- 
mentary on the opposite view. He says ‘Nay, in some far away and 
yet undreamt-of hour, I can even imagine that England may cast all 
thoughts of possessive wealth back to the 1 arbaric nations among whom 
they first arose, and that while the sands of the Indus and adamant of 
Golconda may yet stiffen the housings of the charger, and flash from 
the turban of the slave, she as a Christian mother, may at last attain to 

the viitues of a Heathen one, and be able to lead forth her sons saying 

‘These are My Jewels.’ — Unto This Last 

2 “Much of the prevalent notions regarding the alleged inferiority 
of the Hindu genius in grappling with the problems of this mundane 
sphere and the extra proneness of the Indian mind to metaphysical and 
impractical speculations, can vanish and be pioved to be the results of 
malobservation and non- observation leading to ‘half truths which are 
really whole errors’— only if we apply the historic-comparative method 
in studying Indian facts and phenomena. For all indologists should 
remember that the wondei*ful achievements of the western nations are* 
strictly speaking only a centmy old. So that if, while instituting a 
comparison between Hindu and Occidental cultures on the score of phy- 
sical ‘sciences’ properly so called , and applied arts and industries, care 
were taken to eliminate from one's consideration the triumphs and dis- 
coveries of the last few generations, the Hindu scientific intellect would 
be found to have been in no way lagging behind ’’—Sacred Books of the. 
Hindus : VoL XVI. 
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The economic condition of England and the organiza- 
tion of British industries were revolutionised in the begin- 
ning of the nineteenth century by the use of steam power 
and the installation of machinery, and Great Britain 
entered upon a career of industrial prosperity, which made 
it pre-eminent among the nations of the world. But before 
the mechanical inventions of the close of the eighteenth 
century and the inauguration of the factory system in 
England^ in the beginning of the nineteenth century, 
the material condition of that country and its 
civilization were by no means superior to those of India. 
For a long time the arts and crafts of this country held 
their own against British manufactures though the latter 
were supported by machinery, steam power and a national 
policy of protection. Observers in the eighteenth and the 
early part of the nineteenth century, were impressed as 
much with the manufacturing skill and productive capa- 
city as with the mild disposition, simple habits, polished 
manners and the religiousness of the Indian masses and 
Sir Thomas Munro, for instance, spoke of Hindu civilization 
in terras of genuine appreciation and placed it upon a 
higher footing than the civilization of his own country.’ 

W* Religion and IVIaterial Progress8~It is true 
that Indian philosophies and Indian religions have taught 
that this world is an illusion and that the goal of man 

1 “ I do not imdoistand wbat is meant by the civilization of the 
Hindus ; in the higher blanches cf science, in the knowledge of iho 
theory and piactico of good gove^-nment, and in education which, by 
banishing prejudice and siipeistition, opens the minds to leceive instruc- 
tion of every kind from every (piarter, they are much inferior to 
Europeans. But if a good system of agriculture, unrivalled manu- 
facturing skill, a capacity to produce whatever can contribute to conve- 
nience or luxury ; schools established in eveiy village for teaching, 
reading, writing and arithmetic , the general practice of hospitality and 
charitr amongst each other ; and above all, a treatment of the female 
sex full of confidence, i aspect and delicacy, are among the signs which 
denote a civilized people, then the Hindus are not inferior to the nations 
of Europe ; and if civilization is to become an article of trade between 
the two countries, I am convinced that this country (England) will gain 
by the import cargo.” Quoted by R. O.Duttin bis ‘Economic Histoiv of 
British India.’ 
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should be total emancipation from the thraldom of egoism* 
The teaching of Christianity too may, however, be shown 
to be essentially of the same kind ’ and it has not stood in 
the way of the endeavours of Christian nations to attain 
material prosperity. Several precepts of Christianity and 
the conduct of devout Christians before the epoch of 
the Eenaissance and even in later times, bear a striking 
resemblance to the doctrines of Hinduism and the ascetic 
tendencies of its followers of which so much is made.'*^ 
The Nirvana of Buddhism may be regarded as even more 
depressing and antagonistic to material pleasures, but it 
did not prevent Buddhistic emperors and their subjects 
from making remarkable progress in politics, arts, architec- 
ture and industries. The fact is that, though asceticism 
and a subordination of the body to the spirit, have been 
universally held as high ideals, they have rarely influenced 
in that diiection the life of the mass of people in any 
country and at any time. The spiritual ideal is highly 
cherished but is seldom translated into action on any 
large scale though it exercises no small influence upon in- 
dividual life and social customs. In Puritan England and 

1 “ Christianity as a religion i» entiiely spiritual, occupied solely 
with heavenly things ; the country of the Christian is not of this world. 
He does his duty indeed, but does it with profound indiffeience to the 
good or ill success of his cares. Provided he has nothing to reproach 
himself with, it matters little to him Avhether things go well or ill here 
on earth. If the State is prosperous, be hardly dares share in the public 
happiness, for fear he may grow proud of his country’s glory ; if the 
State is languishing, he blesses the hand of God that is hard upon his 
people — Eouseau’s The Social Coniracl. 

2 a matter of fact, it is not only the question of war that raises 
a difficulty between the ideals of Jesus and the traditional practice of 
the Churches ; the problems of justice and law, of crime and coerofon, 
of marriage and divorce, of industry and thrift, of wealth and commerce 
in all their foans, are raised in the most uncompromising way by the 
Sermon on the Mount, which challenges the whole structuie and practice 

of civilized society If by “ Christian,” we are to understand a 

literal interpretation and carrying out of all the piecepts attributed to 
Jesus there never has been and theie is not at present, any Christian 
Church existing on a large scale or influencing national affiaiis *, still 
lees has there ever been, or is there now, a Christian state.” — Alfred 
Loisy : The War and Religion.” 
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in Budhisfc India it was, for a time, reflected in social life,* 
but a reaction ag^ainst it soon followed, thus demonstra'* 
ting the inherent human love for material pleasures. If 
individuals and nations had been dominated by philosophic 
speculations and noble religious ideals, there would have 

been no wars in Europe. This is a statement of facts and 
not a justification of tendencies. 

15. Spiritual and Material.— We are told that 
the glaring divergence between the precepts of religion 
and the conduct of its followers does not prove the 
futility of the former, but a failure of the latter to 
understand it and act up to it. Religion has to be 
properly interpreted and adjusted to the position and 
requirements of the people. Churches* and priesthoods, 
philosophers and moralists, saints and prophets have in 
all ages and in all countries, laid down precepts for human 
ideals and conduct in this world, and they have gone 
under the all-embracing name of religion, which has been 
one of the greatest influences that have moulded mankind. 
But changing human life has itself modified religion in 
its practical aspect and this tendency has a very im- 
portant bearing upon the consideration of the relation 
between economic activities and religion. It is, therefore, 
misleading to represenj; the Indian people as formed of 
a stuff and cast in a mould different from those of other 
races and communities, and the contrast, based upon the 
divergence between the existing conditions in India and 
those which prevail elsewhere, reflects characteristics 
which are not fundamental and permanent but accidental 
and evanasoent.^ 

1 “It is true that in most countries persons will be found who do not 
wish to have such possessions of their own, and the*^ number of such 
persons is probably larger in India than in Europe, because of the ten- 
dency to adopt an ascetic way of life ; the sincere Scinijasi or Fulcir is 
distinguished from the rest of us mainly by the fact that he does not 
want to possess things of the kind which we have named. But even in 
India sincere ascetics form only a very small pioportion of the popula- 
tioii, and leaving them out of account it is correct to say that ordinary 
people want to possess the same kinds of things, and among the things 
they want are those which we are considering.’' — W. H. Moreland : “An 
Introduction to Economics.'’ 
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In India itself, the scope and the character of the 
spiritual and the material have always been correctly 
understood and the apparent conflict between the two has 
been satisfactorily disposed of. The controversies over 
the teachings of the Bhagvadgita which recently assumed 
an acute form in Maharashtra, are significant in this con- 
nection and prove that the gulf between the ideals of 
renunciation and action, has been bridged. The Hindu 
Shastras have enjoined upon the house-holder the perform- 
ance of his proper duties which it would be a sin on his 
part to neglect, and the home and family life are invested 
with a peculiar sanctity. If the Indian people, as a whole, 
are therefore, distinguished from others, it is not by their 
anti-social, non-economio and other-worldly tendencies 
but by their well-balanced life, their overpowering con- 
sciousness of duty to the community which is a valuable 
corrective to extreme individualism, and by their self- 
restraint that tempers extravagance, greed and evil-doing. 

16 . East and West:— It is said that the complete 
absorption of the individual in^the universal soul and 
man’s emancipation from the fetters of the material world, 
is the ideal of the Hindu religion which dominates indivi- 
dual and the communal life in India. But it is in reality 
the unique merit of the philosophy and the religious and 
the secular literature of the country and ^particularly of 
works like the Bhagvad-gita, the Gospel of the Hindus/ 
that they ha^e reconciled the material to the spiritual and 

1 The Hindu lug no doubt always placed the transcendental in tho 
foreground of. his life’s scheme but the Positive Background he has 
never forgotten or ignored. Hathcr it is in and through the positive^ the 
secular, and the material that the transcendental, the spiritual, and the 
metaphysical have been allowed to display theroBolvcB in Indian culture 
history. The UpaniblKuh. the Vedanta tind. the Qda were not the works 
of imbeciles and weaklings brought up in an asylum of incapabies and 
-thosnital of incuiableh ’ — The Sacred Books of the Hindus : Vol. XV! 
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"have spiricnalised the material. This fact is not generally 
properly understood, and hence the prevalent misconcep- 
tions and exaggerations relating to this subject.^ 

The physical features of the country which a com- 
munity occupies and the general conditions in which it 
lives and moves* exercise a considerable influence on the 
charactor which the people develop and the civilization 
which they create. And whatever depressing effect cli- 
matic conditions and the lavish bounties of nature may 
appear to have :>roduced upon the Indian races when they 
are compared with people occupying colder regions, 
the former do not essentially differ from other communi- 
ties so as to constitute a type insisted upon by Kip- 
ling. The abounding natural resources of India did not 
certainly require her people to keep up with nature a 

1 A more aident and faithful exponent of Indian ideala and Indian 
culture than Sir Rabindianath Tagoie, it will be difficult to find, and 
while in Japan recently, he observed to an American interviewer thus: — 
You ask me to characterise the difference between the Eastern 
and the Western outlook. That is very difficult although the difference 
is \<iTy real. In the East we are conscious through all individual things 
of llic infinity which embraces them. When I was in England 1 felt 
there was an incessant rush of just individual things upon me , it was 
not a question of noise and bustle and haste only, but the whole atmos- 
phere lacked the s^nse of infinity. Upon mo it had the effect of 
hampering reflection and meditation. No, I should not describe the 
difference as one between spirituality and materialism, though that is 
the way it is often put. I have known loo many noble and devoted men 
in England who practise i enunciation and self^sacrrifice and strive for 
uuinanity to deny you Western civilisation spirituality. No countiy 
could stand the -ihock of this war if it lacked spintnality. But it is a 
different kind from ours. It is not penetrated as is ours, with th 
abiding sense of the infinite. ^ 

Do 1 think that Eastern thought, the Eastern outlook, can be 
reconciled with tlie mechanism of Western civilisation ? I think it can 
and must be. In the East we have striven to disregard matter, to ignore 
hunger and thirst, and so escape from their tyranny and emancipate 
oni selves. ’But that is no longer possible, at least for the whole nation. 
You in the West have chosen to conquer matter, and the task of science 
is to enable als men to have enough to satibfy their material wants, and 
by subduing matter lo acnieve freedom for the soul. The East will have 
to follow the same load, and call in science to its aid.’’ 
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constant struggle for existence and they led them to easy 
contentment. But it is interesting to note that Indian 
religions and philosophies are held responsible for the un- 
progressive character of the people of this country who are 
supposed to be under the influence of an ideal of pessi- 
mism and renunciation. This opinion is largely held by 
Indians as well as non-Indians and it is necesary to have 
clear ideas on the point. ’ 

With regard to this view of the ideals of passivity, pes- 
simism and renunciation of the Hindus and their in- 
fluence on the Indian character, we may repeat that it is a 
dangerous half-truth at best and that the evidence of past 
history and present experience is entirely against it It 
is indeed true that the Upanishads'— the Vedanta philoso- 
phy— and Budhistn which looked down upon the pleasures 

1 *^The asectic ideal, which holds in contempt this world and its in- 
terests has exercised for centuries past a dominating influence on the 
Indian mind. It has not, it is true, sufficient reality and strength in it 
to permanently wean men away from the world, and it proved of little 
efficacy in diminishing selfishness and pettiness. But it nevertheless 
produced a baneful result. It took zest out of life. The fashion which 
it created of talking disparagingly of mundane affairs, operated in no 
small degree in bringing about our political degeneraiion and industrial 
decay.— Presidential Address, Indian Industrial Conference, 1908. 

‘‘ The ethical ideals of the Indians ars adverse to industrial develop- 
ment on a l^rge scale inasmuch as they discourage and dissociate iiu 
dustry (except agriculture) from culture. It is true that these idesla 
are being superceded by western ideals of material development in India 
but they still influence large sections of our community to a great extent 
and thus the chief motive impulse which impels people to acquire wealth 
has much lessiorce in India than in the West.’'— Pramatha Nath Bose ; 

‘ A History of j^vilization under British Rule.’ 

A keen consciousness of the myriads of years with countless 
changes, has been impressed upon a great bulk of Hindu population 
to an extent of which Western people cannot have the least idea. How 
these ideas govern:the life of the Indian middle class, is something 
which cannot possibly be conceived by other races. Under this psychic 
condition a man may ask as to what his duty is. And he will answer to 
himself that hts duty is nothing, Whatever may happen, the iiJtiikate 
end of all existing objects, whether living or lifeless, is to be reabsorbed 
in the absolute.”— S, V. Ketkar,; Indian Economics.” 
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of the senses and exalted spiritual bliss and contentment 
at the cost of material desires and social affections, had 
a tendency to emasculate human energy and effort towards 
betterment. But it is a mistake to suppose that the meta- 
physical speculations were intended for =?nd had any 
abiding effect upon the people or that they turned the 
mass of the population into pessimists or Sanyasis. The 
Dharma taught by Hindu philosophers and preceptors, 
enjoined duties upon people which were calculated to 
make life in this world happy as well as to prepare them 
for the next. 

As we have observed already, there is abundant evidence 
to prove that till the use of steam power, and machinery 
revolutionised the processes of industry in England, India 
could more than hold her own against western nations in 
the matter of all the means of material prosperity, and 
foreigners from the time of Megasthenes down to recent 
times have always been impressed as much by the 
material civilization of India as by its philosophies and 
religions.’ 

17. Reconciliation t*— The so-called ascetic ideal of 
India did not stand in the way of the political, industrial 


1 Burke, for instance, spoke of the Indian people, towards the close 
of the 18th centuiy in the following words : — “ This multitude of men 
does not consist of an abject and barbarous populace, much leas of gangs 
of savages like the guaranies and chiquitoes who wander on the waste 
bordeis of the river of Amazon or the Plate ; but a people for ages 
civilized and cultivated by all the arts of polished life while we were 
yet in the woods. There have been ( and still the skeleton remains ) 
princes once of great dignity, authority and opulence. There a,re to be 
found the chiefs of tribes and nations. There is to be foujjd an ancient, 
veneiabie piiesthood, the depository of their laws, learning and history, 
the guides of the people while living and their consolation in death , a 
nobility of great antiquity and renown, a multitude of cities, not ex- 
ceeded in population and trade by those of the first class in Europe ; 
meichants and bankers who have once vied in capital with tne Bank of 
England, whose ciedit nas often supported a tottering state and pre- 
served their gf v-j.'nnients in the midst of war and desolation ] millions 
of indigenous mamr'aotni Cl 3 and mechanics, millions of tho most in- 
dustrious and nut of the least intelligent tilieis of tho eaith/’ — Speecii 
laade in introducin'^ the India Bill. 

5 
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and commercial development which wont on for centiirios 
under Hinda3ndhist and Mahomedan enipei'or:^ and king?^, 
YV'orks on Niiisliastra, Dharmashastra and Arthasliasini 
compiled centurias ago, embody principles and laws con- 
cerning administration, social organization and economic 
functions, and demonstrate beyond the shadow of a. donbi 
how these matters were viewed from the point of view of 
oomrauna] and individual welfare and how tiie spiritual 
and the material aspects of human existence were satis- 
factorily harmonised by the teachers and the statesnicn 
even of remote antiquity. From the time of Kautilyafs" 
Arthashastra to Abul Fazle’s Ayeen Akbari^the adminis- 
tration of kings^has been inspired with the solicitude to 
promote the material and moral well-being of the subjects 
and the prosperity of the rulers. Shivaji, a devout Hindu, 
a disciple of Saint Ramadas and an admirer of Saini 
Tukaram, laid the foundations of the Maratha kingdom 
with the assistance of leading men of different castes who 
were all under the spiritual influence of the saints and 
prophets of Maharashtra, and Brahmin warriors like the 
first Bajirao under similar influences, built up the Maratha 
empire. The Hindus hadjtheir. civil and military a iminis- 
tration, their wars and treaties, their palaces and pleasure 
gardens, their luxuries and superfluities. Pursuit of wealth 
andglory took the Hindus thousands of miles away in the 
north and the south, and this does not look like an indica- 
tion of the influence of the ideal of renunciation. If they did 
not start large factories' and banks* and did not carry on 
industries on a large scale, none of the western nations also 
did it till the close of the eighteenth century. What is said 
of Hindu ideals to-day can be said of the ideals of western 
races durirtg the middle ages and three centuries succeed- 
ing them, and of some European people even to-day. 

In attributing the present economic condition of the 
country to depressing Hindu ideals, it must not be forgot- 
ten that a large portion of the Indian population is 
non-Hindu and is not hampered by those ideals; but the 
latter has not shown greater economic activity. The state- 
ment of the view we have been discussing, is, therefore, a 
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scono'iilo :cad:l'o''’ of to-day r-nd t 
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warrantsd by the facts 
ihe present TLt 

he popular aiutuce ol 
ase, a stage of arrested 
one social econon/y t: 
Jglon is more tolerant. 


Bip/Guc and ad'ipiaMe than the Hindu religion and no 
phro::Ophy Is more con*pi.-*ioi>r-3 and adj.istable to 
railed and voryh:g situations than the anolent Hindu 
philosophy '.vr/ch inspires social life in India ; and thev 
iQ imd aad will not place Gbstacles in die path of the 
nialerlcl and rior^l development. v;f the people. Social 
Ins: Itaiions like that of caste may injpede progress for a 
time and rooted prejudices will require some shaking; but 
they can bo and have been moulded to suit modern require- 
ments 


The acqulsithmness, the impulse which propels indivi- 
duals to ao rairo an i accuunilate wealth, competition, 
restlessness^ ambition, and other industrial and militant 
qualities of the people of Europe and America are a 
growth of the last tvo centuries. Western nations bad to 
go through different stages of economic growth befo^^e they 
attained the present phase of their evolution, India, with 
her glorious history of more than three thousand years, may 
have to tread the same path to come in a line with other 
nations, and it is wrong to throw the blame of her 
degeneration upon her religion and her culture. It is 
interesting to notice, in this connection, that India’s decay 
is attributed by the champions of orthodoxy to the adop* 
tion by people of modern ideas and of western modes of 
thought and of conduct! And a revival of the past ispreach^ 
ed as a remedy for thi present national ills. The tme 
reformer, lio’?"ever, wants a revival of the ancient spi' it of 
enterprise, sn, riSce aT»d duty and not of old usa'jes and 
institutions. 

Some wf ,ly u'.^aUhiest and most enterprising Tndian 
manufacturers i .n; merchants of to-day are peop'c v .-so are 
little tinctured vi'., r extern civilization. Several of the 
Indian ca;'iii I'.is •, niill-owners and traders w ho hs/’e adopt- 
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ed western methods of making money, are evn renowned for 
their staunch orthodoxy in religious and social matters. 
The Marwaris, the Jains, the Bhatias, the Khojas a.nd the 
Memans who are so remarkable for their enterprise and 
acquisitiveness have had little benefit of English educa- 
tion, and in fact, it is notorious that the small section of 
the population who have imbibed western culture and are 
trying to assimilate it, have, with the exception of the 
Parsees, practically no share in modern wealth-production. 
It is thus the unwesternised, unenlightened and uncul- 
tured classes, fully under the influence of old religious 
ideas, social customs and prejudices that are in the front 
rank of commepoe, banking and’manufactures carried on 
on western lines, quite out of harmony with supposed 
Hindu or Muslim ideals. It is the modern methods of the 
production, exchange and distribution of wealth that have 
imposed on the west a peculiar stamp of modern civiliza- 
tion, and the rise of large industries and the growth of 
crowded cities in our midst, prove that Indians can adopt 
those methods without doing injury to old Hindu ideals. 
This point is clearly brought out by the impression the 
present day Indian carrying on petty trade or industry 
in the African and other colonies, produces on^ the 
European mind accustomed exclusively to Western ideas 
and habits.’ 

18. Indian Spiritualism. — Is Indian spiritualism 
then a myth ? Are the noble Indian ideals of life, so often 


1 “ The Indian is a gentleman whom, for many reasons, I hold in 
high esteem, generally speaking. He is not ashamed '.f ids religion 
nor of bis business or trade, and I believe thu honest In. dan has an 

equal respect for the honest Englishman As far as »e, Englishmen, 

can see, he is British to the backbone, quiet, unassuming m his general 
bearing, a hard nut to drive a bargain with, as economical -ct 'lie prover- 
bial seotohman in business , but outside that, liberal to j Icgroe in his 

presents to those with whom he has done business fi.e lidian was 

a trader, and an able one, when we English were dressi ■ ii. woad and 
wore stone hatchets, and the '* hundi” system was !.i< *‘d long, 
long before a bill of exchange was ever written It .ui that an 
Indian was the fiist to discover the Victoria Nysn . - ;(..W. II. 

Hooker: The Handicap of British Trade with. spec, a j i 'O East 


Africa. 
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.extolled, only imaginary ? ITo ! Hindu philosophy does 
teach the subordination of the flesh and the subjugation 
of the passions. Wealth and all other affairs pertaining 
to this world are spoken of in terms of depreciation as a 
delusion and a snare, and people are exhorted to emanci- 
pate themselves from the tyranny of desire. Absorption 
into the infinite is made the goal of human existence and 
it is to be attained by renunciation. This teaching of 
philosophy has not, however, made the Hindus monks and 
anchorities because their practical religion, at the same 
time, enjoins on them certain duties in this world peculiar 
to their station in life and their age. 

The Vedas bespeak a vigorous race of Aryans occupyS 
ing the north-western parts of the land, and evincing a 
lively desire to possess the goods of this earth and a keen 
enjoyment of woldly pleasures. There was a reaction at 
a later stage of development among them, and ‘ the strong 
love of the active virtues of fighting and hunting, 
chivalrous regard for women and the enjoyment of the 
pleasures of life generally, gave way to a philosophy 
which regarded life and being itself as a pain and calamity , 
the bustle of the arts of peace and war as unrelieved 
weeping and lamentation.’ ^ But the new ideals never 
fastened themselves on the mass of people and remained 
as ideals for the few, only to be respectfully admired by 
the many as unattainable by common mortals* Business 
is business,’ is a motto as much with the Indian trader as 
with his western brother. It does not mean dishonesty, 
but it does not mean renunciation either. And Hindu 
law-givers, teachers and philosophers, far from turning 
their backs upon this world, regard perpetuation of the 
face, maintenance of the family and the creation and 

1 Miscellaneous Writings of Mr. Ranade. 
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enjoyment of wealth as essential functions wliicii liuman 
beings must perform.^ 

The Dharma Sutras assign a high place to the status 
of a house-holder and the Sinriti writers lay down in- 
functions as to the regulation of individual and social life 
in all its spheres. They do not see any conflict between 
the every-day affairs of the world and the conclusions 
of philosophy and the tenets of religion. On the contrary ^ 
they emphasise the harmony of the two and in this reconci- 
liation lies the secret of the peculiarity of the religious 
ideas of the Hindus. The Bhagvadgita} distinctly prefers 
a life of work and disinterested service to that of renuncia-* 
tion and thus anticipates the approved precepts of modern 
Ethics. The Indian Epics, the Mahabharata in particular, 
the Indian dramas and Indian poetry, are all pervaded by 
these same notions. Indian culture became decadent*'^ in 
the Medieval Age and with a flash here and there, Indian 
society became stagnant thereafter. The renaissanco has, 
however, already commenced and holds out bright pros- 
pects for the near future. 


1 ‘ We find that Mann has preference for Sa/iijasa^ but he reconciles 
it with the claims ‘Of life, its duties and responsibilities, by assigning 
different periods of life for the fulfilment of those claims. Ills Ashrama- 
Vyavastha or the systematic regulation of duties during different periods 
of life, makes room for the life of a zealous, loving, enjoying, atrug* 
gling, helping, aspiring house-holder when, the senses are keen limb® 
vigorous and for a life of a retired, calm, balanced, contemplative 
Sanyasly when senses aie benumbed and life shorn of much of its 
novelty and cbarm.’--A Gist of the Gita RahasyaTby Mr. V. M. JtmhL 

2 The Divine Song ‘ Is meant to lift the aspirant from the low'er 
levels ,of renunciation, where objects are renounced, to the loftier 
heights where desiies are dead, and where the Yogi dwells in calm and 
ceaseless contemplation while his body and mind are actively employed 
in discharging the duties that fall to his lot in life. That the spiritual 
man need not be a recluse, that union with the divine life may be 
achieved and maintained in the midst of worldly affairs, that the 
obstacles to that union be not outside us but within us— such is the 
central lesson of the Bhagvad-Gi tab— Preface to Mrs. Annie Besant’t 
Translation of the Bhagvad-Gita. 

3 See HavePs Aryan Rule in India. 
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ic will thus be clear why the Hindu ideal of renuncia- 
tion has not turned the Indian people into recluses and 
hnw it has only placed the cbiigation of duty in this life 
cn a higher plane. Hindu philosophy speaks more of duties 
than of rights and has idealized life ; and the ideal has 
exercised a regulating, restraining and guiding influence 
upon the people. This is the Indian spiritualism v/hioh 
ha^ibaflled' western observers and thinkers and misled 
theoii. In the works of poets like Kalidasir we see the 
edVr.t of this gospel of disinterested duty on the every-day 
liki of the people, and that influence has been at v^crk 
throagliout the whole history of India, l^ie problem before 
India now is how to adapt herself to changing conditions 
falling into the errors into which the west has 
i, <"doabted'y fallen. TYhile the West has lushed headlong 
into Liodeni comruerclalism assisted by the triumphs of 
science. India has stagnated ana Is suffering frcm 
the evils attendant on arrested growth. It i.. Indeed 
desirable that she should assert her old ideal and resume 
her career of development. But there is danger of apatby, 
born of stagnation, being mistaken for spiiltaal calm ana 
of mental depression, resulting from national decay, being 
misunderstood as philosophic rasiguailon. 

Can India assimilate whatever is good in western 
civilization, “its high individual development, its energetic 

1 When western stiulents first applied themselves^ to the study of 
Indian philosophies and religions, they were struck^ Ly the atiaage 
theories and practises o£ the countiy. Some were peiplesed by therafr 
others condemned them as low superstitions and a few were lost in 
admiration of Indian spirituality and culture. Mrs. Bosant said in^ 
1893. — “ For India’s future lies not in political ambition , India’sfutur© 
lies not in political greatness : India’s piogiess is as a spiritual nation, 
as the teacher of the world in spiritual truth. Even to-day she stands 
m a witness against materialism...” — The Biub of Xew India, page 59. 

2 * Raghuvamsa.’ 
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activity, its clean and successful methods and its complete 
system of machinery” without sacrificing the essence of 
her own culture ? To many thinkers ’ this is India’s 
mission.^ 

It is believed and stated that India was great when 
she was spiritually strong. May it not be said that India 
was spiritually strong when she was great ? And may we 
not hope that India will maintain her spirituality while 
she will grow in material prosperity ? 

1 See Rabindranath Tagore’s ‘Nationalisin’. 

2“ It may be the mission of India, clinging fast to the philosophic ' 

simplicity of her ethical code, to solve the problems which have bafHed 
the best minds of the‘west, to build up a sound economic policy along 
modern scientido lines, and at the same time preserve the simplicity, 
the dignity, the ethical and spiritual fervour of her people. I can 
conceive of no loftier mission for India than this ; impart purity of life 
TO Europe and attain to her loftier political ideal ; inculcate spirituality 

to the American mind and imbibe the business ways of its merchants”. 

His Highness the Gaikwar’s Presidential Address, Industrial Con- 
ference, 1906. 
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Gifts of Nature. 
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H. R* Seager : Principles of Economics , C. B. Thurstok : Eco-- 
nomio Geography of the British Empire ; Imperial Gazetteer Vol. Ill ; 
General Report of the Census of India, 1911 ; Agricultural Statistics of 
India; FEAMATHNATH Banerjbe ; A study of Indian Economics; 
P, K. Wattal : The Population Problem m India ; T. H. Holland * 
Sketch of the Mineral Resources of India ; Records of the Geological 
Survey of India ; G. V. Joshi : Writiings and Speeches ; Reports of the 
Indian Industrial Conference ; Evidence Recorded by the Indian Indus- 
tries Commission; Macmillan’s Geographical Series : India, Burma 
and Ceylon ; Indian Munitions Board’s Industrial Handbook, 1919. 

19* Impottaiice of Production. — It being admit- 
ted that the promotion of the welfare of the people in India 
as in other countries, depends upon the wealth they pos- 
sess, the main problem which demands consideration is 
how to increase the supply of the necessaries of life and 
of comforts which fall to the lot of the different classes of 
the population* Whether the income per head of the 
population in India be Rs. 30 or Rs. 50, the poverty of the 
country is an undisputed fact.' We no doubt hear of po- 
verty and distress in all western countries and of the en- 
deavours which are being made there to cope with the evil. 
But the economic problem in India in this respect is quite 
different from the one that confronts other nations.^ 

1‘* Poverty in England, or America or Germany is a question of the 
distribution of wealth. In India it is a question of its production ...... 

Suffice it to say that if it (the income) has mounted to :any considerable 
-degree since the Commissioners in 1880 estimated it at £ 2 per caput, it 
is still infinitely below that of any of the leading nations in Europe, if 
not actually the lowest in the world.^^ — Loveday : The History «.nd 
Economics of Indian Famines. 

2 It cannot be said of India as it has been said of England (H. R. 
Hodges ; Economic Conditions s 1815-1914.) that * the past has been 
devoted to the accumulation of wealth, the future is to its more equal 
distribution. * 

6 
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Distribution of wealth in India is not, of course^ ideals 
and will demand greater attention with the rapid develop- 
ment of large-scale production- Wages of labour must 
certainly rise and the working classes in India are, in 
fact, becoming conscious of what is due to them and of 
what they are defrauded by their adherence to custom. 
But in order that the share of the workers of different 
grades and kinds may be increased, the total national in- 
come must, in the first place, be considerably augmented, 
and it must keep pace with the steady growth of population 
and the requirements of a higher standard of living. By 
what means this end shall be attained is, therefore, the 
important problem which demands solution.- The pre- 
sent standard oflife of the bulk of the people in India is 
extremely low. Their homes, their food, their clothing, 
their health, their education, are all unsatisfactory and 
need radical improvement. The wretchedness, squalor, 
poverty and depressed mentality which prevail in thecoun* 
try, require wealth*production on a larger scale so that the 
elementary wants of the people may be satisfied and op- 
portunity may be provided for an improvement of the 
standard of living.^ 

20. Katural @ondltloiis. — Land, labour and capi- 
tal are the three essentials of production, and to increase 
their supply and to make them more efficient, is to provide 
for a larger production of wealth. In this chapter, we 
propose to deal with the first of these factors of production? 
vk. land, which means not only the crust of earth lying 
upon the surface of our globe, but all natural phenomena 
and surroundings like the climate, the existenrce of minerals 
in the bowels of the earth, forests, rivers and lakes &Co 
which all play a part in the production of wealth. Civilized 

i “ The first consideratioa is that India is a very poor country^ 
The people as a whole want a large increase in wealth to satisfy their 
most urgent wants ; many of them want more nourishing food, better 
s, better houses, better health, better education, to name only a 
few of these wants ; and any system of production that will give a 
large increase of wealth is desirable because it will give a chance of 
satisfying some of these moat urgent wants. — W. H. Moreland ; Aa 
Introduction to Economics. 
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man conquers the forces of na^J^e and bends them to his 
use* But individual and national character is largely 
shaped by man’s natural environments, particularly in the 
early stages of progress. In the last chapter wa discussed 
tne relation between the material development and the re- 
ligious ideas of the Indian people, and without attempt- 
ing to interpret the history of the political and social in- 
stitutions and the economic practices of India in the light 
of the country’s natural conditions, we rnay state that 
the latter have visibly stamped themsel-zes on the Kfe of 
Indian communities. 

The size of the country and the vailaty of mountain 
and plain, of heat and cold, of dryness and moisture and 
of fertility and dreariness that prevail In it, must be caie- 
fsiily noted. British India extends from E. long 40' in 
the extreme west to long. 101'^ 15' in the east and from 
ii. lot. 37‘^ in the north to lat. 8" in the south. The big 
mountain ranges hi the north west, the north and the east 
dominate the large plahi of ilindastau whichhasbeen fill- 
ed wicn the ferule aluvia" soil wasirod dowm by the Indus, 
the Ganges, the Jumna and the Brahmaputra The plains 
of Hindustan and soutLern India have the advantage of a 
copioris supply of water provided by the large rivers and 
of the underground supplies tapped by moans of v/ells; and 
they contain very dense populations compared with other 
parts of the country. On account of its large rivers and 
rich soil the great plain of northern India became the home 
of ancient Aryan civilization and the birth-place of reli- 
gions and empires. 

The Vindhia mountains and the system of hills con- 
nected with them separate northern from southern India 
with its large Deccan plateau. ‘The Deccan rivers, like 
most rivers in plateau regions, flow in deep gorges and are 
therefore of little value for either irrigation or coniinuni- , 
cation and it will be seen that there is no town of any size 
or importance on any of the Deccan rivers.’ ^ From the 
above mountains run, towards the south and parallel with 
the sea, the ranges of the western and eastern ghats, the 


1 C» B. Thurston : Eco^iouhc Geograjihy of the British Empire, 
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former cutting off a narrow strip of territory from the rest 
of the peninsula and the latter leaving a broad piece of 
land irrigated by rivers like the ;Mahanadi, the Godavari, 
the Krishna and the Kaveriand thus accessible to the influ- 
ence of material civilization. The western ghats produced 
the hardy, struggling Marathas, the eastern ghats provid- 
ed centres for wealthy kingdoms and empires. Lower Bur- 
ma partakes of the physical features of lower Bengal and 
Upper Burma is full of hills and is less fertile. Apart from 
fhe social characteristics which distinguish the people 
occupying different parts of the country, varieties of 
climate determine tbeir productive activities, their staple 
crops and their food and clothing. Wheat, which requires 
a cool climate, is the staple crop of north-western India, 
rice is grown in the warmer and the damper parts of the 
country like Bengal and south India, and the millets and 
other grains are produced almost everywhere. Different 
climates and soils are congenial to the production of parti- 
cular crops and thus industries like those of jute, cotton, 
indigo, tea, sugar &c.have been localized in certain provin- 
ces. Rice cultivation predominates in Bengal, Bihar and 
Orissa, Madras and Burma. In wheat production, the 
Punjab occupies the place of honour, the United Provinces 
the Central Provinces and Bombay coming after it at a 
long distance. Bombay and Madras are the principal 
producers of Jawar and Bajra. Madras, the United Provin- 
ces and the Central Provinces are the principal producers 
of oil seeds. The United Provinces have the largest area 
under sugar-cane and therefore a flourishing sugar industry, 
while the other Provinces have just enough cane cultiva- 
tion to yield them the raw sugar required, refined sugar 
being imported from outside. Bombay, the Berars, Madras 
and the Punjab have practically a monopoly of cotton pro- 
duction and Bombay leads in cotton manufactures. Jute 
^cultivation and Jute factories are the monopoly of Bengal. 
Indigo cultivation is shared between Bihar and Madras and 
other dye materials are contributed mainly by Bombay. 
Tea is grown in Assam and Bengal ; Coffee in Madras and 
Coorg. The accompanying tables show the distribution 
of the different crops over various Provinces in India. 
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Monsoon winds blowing from the south west and. 
north-east bring rains during defined periods of the year, 
e. g. June to September in Bombay; and the other months 
are wholly dry. The rainfall varies according to the direc- 
tion and the strength of the sea winds, certain portions of 
the country, e g. Sind, receiving little rain. The soil in 
certain parts of the country is extremely fertile while in 
others it is very poor. Many big tracts are entirely subject 
to the vagaries of the rains, the character of the monsoon 
in these dry regions, meaning to them either plenty or 
famine. Some portions of the Deccan plateau come under 
this description. This variety of fertility and temperature 
imparts an interesting diversity to the kihd, the quality 
and the quantity of the crops produced in different tracts. 

Gold, coal, petroleum, manganese and iron are found 
in considerable quantities in some provinces e. g. coal in 
Bengal and gold in Myosre, and the mineral production of 
the country has been steadily on the increase. India is 
not certainly very rich in her mineral wealth when 
compared to some other countries but her possibili- 
ties in this respect are not yet definitely known and 
what she possesses is probably enough to satisfy her 
wants. The resources of the country lie almost un- 
discovered and untapped, and though minerals have 
been exported from ancient times, it may be found 
that after all the surface of the earth has been bareiy 
scratched. Ho doubt the mineral deposits of different 
kinds are abundant in different countries and are being 
exploited by improved processes for the benefit of those 
countries and the world generally. Several industries, how- 
ever, depend upon a sufficient supply of cheap coal and iron 
and their size and locality are determined very largely by 
this factor. The work done by the Indian Munitions 
Board during the war has demonstrated the encouraging 
possibilities of the exploitation of India’s natural resour- 
ces and it is hoped that the progress of the country in this 
direction will be rapid and satisfactory. For centuries 
India was self-sufficient in the matter of minerals and 
metallurgy, but foreign competition, based upon more 
7 
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scientific and eiSoient methods of production, led to the 
decline of those industries.' The old position may not he 
regained but the existing one can be materially improved.* 
How the rivers of India may, by means of canals, be 
utilized for the irrigation of thousands upon thousands of 
acres has been demonstrated by the successful irrigation 
schemes carried out in the Punjab and elsewhere. And 
the Tata hydro-electric works at Lonavla, showed how 
motive power, capable of working a number of factories at 
a distance, could be created by moans of water stored in big 
lakes formed in suitable valleys and fed with the rainfall 
which may be very heavy (here. The question of utilizing 
the natural advantages the country offers in this regard, has 
been taken up* by Government and an investigation is 
being made of suitable sites in different provinces. Many 
of the rivers in northern India are navigable over long dis- 
tances, while those in other parts are not; but it is possible 
to extend this navigation for purposes of transportation by 
means of canals. Several creeks on the coasts are utilized 
in this way for conveyance of goods. Owing to its long 
coast line, India might be expected to possess several har- 
bours, and in the past brisk trade was carried on from 
many of these with foreign countries. But the use of huge 
■ocean steamers led to the development of a few convenient 
■and large ports like Bombay, Karachi, Calcutta and Ran- 

1 “ So richly endowed by the bounty of Nature, India from the 
•earliest times of which there is any record do'wn to within a few years 
•of the British occupation was one of the foremost mining countries in 
"the world. She was able not only to meet from her resources her own 
local wants, but also sent to far-oif lands some of the finest products of 
her mines. For centuries and up till 1727 when Brazil entered the 
market with its cheaper stones obtained from the mines of Minas Geraes 
India alone supplied diamonds to the world. The kob-i-noor of the 
British Crown, the Orloff in the sceptre of the Russian Czar, the Pitts 
•diamond among the Stale jevvels in France, and several otlieis, in the 
possession of tae princes and magnates of Europe, are from our mines. 
China got her silver from us. Our iron was held to bo of superior 
•quality and was much sought after by the foreign merchants. Indian 
steel was highly prized for its fine temper and found ready sale in the 
markets of Persia and England.”— Mr. Joshi’s Writings and Speeches, 

^ For the progress of mineral production,' see belo'W, page 60. 
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goon and the old harbours have decayed or are used for 
small coastal trade. Some of these ports may be improved 
with advantage and be made serviceable for trade at differ- 
ent points on the coasts. 

The forest produce of India too is varied and rich and 
its economic possibilities are steadily being realised.’ Ex- 
cellent qualities of timber and fibres, grasses, distillation 
products, oil seeds, tans and dyes, gums and resins, rubber, 
bamboos, caues, drugs and spices are found in these forests 
which are now, in British India, under State control. 
Many of these products are calculated to supply valuable 
raw material for industries, and wood pulp, paper, tannine; 
materials, matches, rosin and turpentine may be made 
from them on a large scale. Forests are a great national 
asset and they must be carefully preserved, extended and 
exploited for the common benefit of the people. The ques- 
tion of sea fisheries is also one that require.? attention, and 
it is being tackled in Madras and Bengal. Production of 
salt from sea water likewise may be profitably extended 
and the importance of this was demonstrated during the 
time of war. 

21. Land : — As the most fruitful source of livelihood 
for men and cattle, the soil has ever been regarded with 
reverence in India, and the agricultural industry occupies 
' a high place in public estimation. In quite a Physiocra- 
tic fashion, the mass of Indian people attribute to the soil' 
almost exclusive productive capacity, and other industries 
appear to them as more or less parasitical. This is but 
natural in a.social economy in which agriculture predomi- 
nates, and the deep attachment of the people to the soil, 
is thus easily accounted for. About 72 per cent, of the 
Indian population subsists upon agriculture, and with the 
■ disappearance of the indigenous industries, this percent- 
age has been steadily growing. Barely one acre of land 
is available per head of the agricultural population and it 

t “ The development cf the economic resources of the Government 
Forests has'nct yet received the nltention which it deserves and which 
it will certainly receive in the very near future ’’.-.-Indian Munitions 
Board Hand Book, 1919. 
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would not be surprising if the soil felt increasing pressure. 
The following figures* are instructive in this connection : ■ 
Classification of Area. 

(1915-16) 

Acres. 


Area by professional survey ... 

... 619 

521,000 

Area under forest 

... 

... 85 

079,000 

Area not available for cultivation 

... 143 

,930,000 

Cultivable waste 


... 113 

,820,000 

Fallow land 


... 51 

,731,000 

Net area cropped 

... 

... 221 

.778,000 

Irrigated a^ea 

... 

... 48 

898,000 

The proportion of cropped ■ 

to total area and 

the number 

of population per 100 acres of cropped 

area, in 

each pro- 

vince are stated below : — 





Proportion 

Popul ition 


of 

cropped 

per 100 


to total 

acreas o£ 



aiea. 

ciopped area. 

Bombay 

52 ] 

per cent- 

60 

Delhi 

50 

>» 

233 

Bihar and Orissa 

49 

>» »» 

133 

United Provinces 

49 

1 » 9 » 

142 

Bengal 

48 

*> »* 

184 

Punjab 

40 

J» 99 

81 

Madras 

38 

t» »» 

121 

C, P. and Berar 

38 

99 >9 

57 

North-West Frontier Province 28 

19 19 

94 

Manipur 

23 

19 >9 

92 

Ajmeer-Merwara 

16 

19 99 

177 

Assam 

19 

99 39 

114 

Coorg 

14 

99 99 

127 

Sind 

14 

99 9> 

11 

Burma 

13 

99 99 

74 

If areas cropped more than once are taken 

as separate- 

areas for each crop, the gross 

area cropped in 1913-1914 

amounted to 346, 989, 000 acres and was distributed among 

different crops as under : — 




1 Agiicultural Statistics of India, 

1915-lG. 
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Acres Per cent* of total. 


Food grains 

191,573.000 

77 7 

Condiments & Spices 

1,288,000 

0-5 

Sugar 

2,708.000 

11 

Fruits & Tegetables 

5,721,000 

23 

Miscellaneous food crops 

1,116,000 

05 

Total food crops. 

202,405,000 

821 

Oil-seeds 

14,658,000 

60 

Fibres 

19,895,000 

8'0 

Drugs 

588,000 

0-2 

Dyes and narcotics 

1,949,000 

0-8 

Fodder crops 

5,910,000 

2-4 

Miscellaneous non-food 



crops 

1,113,000 

05 

Total non-food crops 

44,113,000 

17'9 


To relieve the steadily increasing pressure of the po- 
pulation upon the soil, not much cultivable area is now 
available, though what is caUed cultivable waste, may, to 
a certain extent, be brought under the plough. There are 
parts of the country, particularly in the Native States, which 
are awaiting the immigration of farmers to utilize them. 
But making allowance for this we must say that the supply 
of land in India is limited and is proving inadequate with 
the steady growth of population and reliance must, there- 
fore, be mainly placed upon intensive farming.^ 

The fact of the recent increase of the population de- 
pendent upon agriculture, is of great economic signifi- 
cance. It is an indication of the decadence of the old 
handicrafts and the growing dependence of the mass of 
the people upon agriculture. By some this development 
is explained as the result of the more remunerative char- 

1 Subtracting the land thus utilised foi supplying foreign markets 
from the total area under cultivation, we shall find that what is left 
ovei does not represent more than two-thirds of an acre per head of the 
total Indian population. India, therefore, feeds and to some extent 
clothes its population from what two-tbirds of an acre per head can 
produce. There is probably no country in the world wheie the land is 
irequired to do so much.” — Peoples and Problems of India by yir T. W. 
fiolderness. 
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aoter of farming, particularly the cultivation of tli© com- 
mercial crops which command high prices in the outside 
markets,’ 

This does not appear to us a correct explanation^ and 
it can be proved that artisans and craftsmen who formerly 
could make a living by their traditional callings, have been 
driven to the soil by the decay of their ancestral industries, 
caused by the competition of foreign manufactures and 
that farming by itself is insufificient to maintain a large 
number of cultivators’ families who have to supplement 
their earnings by selling their labour to others in different * 
ways. 

It cannot be denied that the high prices of agricultural 
produce such as cotton, wheat, jute and oil-seeds rneaB a 
larger margin of profit to the cultivator, and in certain 
partsofthe country, the agricultural population has be- 
nefited by the foreign demand. Higher rents are also being 
paid by cultivators to their landdords who have secured 
considerablo^unearned increments. It must be remembered, 
however, that Indian agriculturists are not as a class like 
farmers in the West. Lack of knowledge, co-operation, 
enterprise and means prevent the cultivators from reaping 
the full benefit of hige prices and mobility is conspiciioua 
by its absence among them. Non-agriculturists will not 
take to land unless they are forced to do so by the grim 
prospect of starvation though they may eombiiie farming 
with tlieir proper occupations. They will usually stick to 
their precarious traditional calling rather than enter a 
more promising field of labour. The suggestion, that the. 
agricultural population has increased on account of the 
superior attractions of the agricultural industry and the 


1 On the whole, though no groat reliance can be placed on the 
classification of the population by occupation in the census returns,, 
there is no doubt that the number of agriculturists has increased more 
In proportion than either the total population or the total number of 
laboitrers.^ The increase in the number of agriculturists may be taken 
«,B indicating that the profits of agriculture were such as to attract 
workers from other occupations to agriculture. L. Datta’i- 
Beport on High Prices. 
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prospect of higher profit, is, therefore, unwarranted. There 
are indeed a few well-to-do people, professional men, pen* 
sioners and others who invest their savings in land on ac- 
count of the peculiar security it aifords. But agriculture 
is rarely remunerative in their hands and their numbers 
as well m those of artisans and others who purchase lands 
with the object of carrying on farming as a business, must 
be exremely small* 

22. Pressure on the Lands— The last census 
report, in the chapter on occupations, throws much useful 
light on this subject* We there read: — “ On the one hand, 
the rise in the price of food grains has made agriculture 
more profitable, while, on the other, the profits of the vari- 
ous artisan classes have been diminished, owing to the 
growing competition of machine-made goods, both locally 
manufactured and imported, with the result that these 
classes show a growing tendency to abandon their tradi- 
tional occupations/’ And further : — “The local cobier on 
the other hand, having to pay more for his raw material 
and feeling the increasing competition of machine-made 
goods, has been tempted to abandon his hereditary craft 
for some other means of livelihood, such as agriculture or 
work In factories of various kinds.” Those oriisans with 
whom agriculture was a subsidiary calling, are being 
compelled to throw up their proper crafts and to take to the 
overcrowded occupation of farming. The Census Report 
observes; — “ The subsidiary table shows that many village 
aril :ans are also pat tly dependent on agriculture. This 
supports the statement^ made elsewhere that there is at 
present a tendency for these persons to abandon their here- 
ditary occupations in favour of farming.”^ 

Though there are certain areas in the country which 
may be developed, the scope for extensive farming is now 
comparatively insignificant. The land in most parts of 
India has been under cultivation for centuries, and per- 
sistent and peaceiui cultivation under British rule is iiidu- 
bitably subject to the law of diminishing returns. The 

1 See the Ai^+hor 6 aitijle on this subject in the Jlys&re EiAmomh 
Journal for febniaiy, 1916. 
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operation of this law can only be arrested by improved 
methods of farming and the application of more capital to 
the land. Among tne conclusions Mr. WattaP has deriv- 
ed from his elaborate study of census and agricultural 
statistics, are the following : — That though there are 
sparsely populated areas they are not so because they are 
awaiting development but because the character of the 
soil is inhospitable and there is no further room for the 
development of cultivation ; that in all the old Provinces 
the pressure of population on cultivation is fairly intense; 
that the average per unit of the agriculturist population 
hardly exceeds an acre and a quarter and shows a tend- 
ency to fall ; that development of the means of subsis- 
tence in the circumstances of the country can only mean 
a development of irrigation, but irrigation has no very 
bright future before it, and that the agriculturist popula- 
tion is increasing at the expense of the industrial and 
trading populations. 

23. Fertility of Soil . — It is a common belief among 
Indian cultivators that the soil is not as fertile to-day as 
it was in the past. This notion cannot be disposed of as 
being a mere prejudice and be put down to the natural 
human dispositim to disparage the present and exalt the 
irrevocable past.^ Increasing population and unbroken 
peace have allowed land no rest, and the fertility exhaust- 
ed by continued cultivation has not been restored to the 
soil by the use of rich manures. It is an admitted fact 
that the soil does not receive the rest it badly requires and 
is constantly put under crops; and that many of the mate- 


1 The J^pulatioE Problem in India. 

2 With the inciease in the acreage of cultivation, eapecialiy of 
less fertile soils, the average outturn is bound to decrease, but to 
establish a deterioration it must be shown that the land which was 
under cultivation in formei times now yields less than it did before” 
and official reports on this point would seem to lead to the conclusion 
that the theory of deterioration * has been frequently exaggerated 
though it ia not denied that in several areas the cultivation of land 
must have become less efficient than before/— *K. L. Datta : Report on 
High Prices. 
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rials which ought to be used as manures, are being either 
exported or utilized for other purposes and wasted. And 
this is bound to result in soil deterioration 

What are called the natural and original powers of 
the soil vary from one part of the country to another and 
determine the character of the crops raised there and also 
the standard of living of the cultivators. The cultivator 
In the Konkan, for instance, can, with difficulty, eke out 
a bare subsistence while his brother in Khandesh or Saiara 
gets rich and bumper crops out of his rich soil. The 
farmer cannot, however, depend upon the natural proper- 
ties of the soil to provide a perennial and uniform source 
of income even where nature is bountiful as those powers 
must be steadily exhausted unless they are replenished 
from time to time. It is difficult to distinguish with pre- 
cision between what man owes to nature-and what he him- 
self contributes to the productivity of the soil by his own 
exertions, putting in of manures, rotation of crops and so 
forth. Where land is abundant, as in a newly settled colony, 
extensive cultivation is the rule, but in old countries, the 
demands of a growing population have to be met by resort- 
ing to methods of intensive cultivation. Rapid and cheap 
me^as of transport have, no doubt, brought the old world 
into closer touch with the new and the food problem of 
the former has been, to a large extent, solved. But India 
cannot afford the means to buy her food from outside and 
the urgency of intensive cultivation is, in her case, ex- 
tremely great. 

The demand for the agricultural products ol this coun- 
try in the world’s market's, is bound to increase steadily 
and there will be a scramble for the possession of Indian- 
grown raw materials among foreign nations. Owing to 
foreign demand, the prices of our raw products are growing 
higher, and they will constitute an immensely valuable 
source of wealth for the country. The productive capacity 
of the soil must, however, be increased if any substantial 
benefit is to be reaped by the people in the face of increase 
ing population and of rising prices all round. This would 
xequire more capital, better methods of farming, improved 

8 
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iniplements and the systematic organization of tlio agricul' 
tural industry. 

2 % ValaeofLatid, —So far we have confined our- 
selves only to the natural properties and advantages of 
the soil and to the varying degrees of value they confer 
on land. Changes in social conditions, iraproveoients in 
the means of transportation, creation and expansion of 
markets also exercise similar influence, and land which is 
comparatively unimportant to»day will be extremely valU" 
able to morrow. Lands which were on tha margin of 
production a few years ago, fetch high rents to-day on 
account of remunerative crops like cotton, groundnuts and 
sugarcane, being grown in them. 

Lands which are brought in contact with new inter* 
aal or external markets by railways become immediately 
more remunerative and this plieno rienon is particularly 
noticeable in the case of lands in the vicinity of towns 
and railway lines. Intensive farming becomes possible in 
these cases and the saving made in the cost of transporta- 
tion and the high prices obtained for the products of 
suburban farms confer higher values upon lands. Social 
causes d.’* for these lands what natural gifts do for others. 
One striking phenomenon of the last half a dozen years, is-- 
the increase of land values which has taken place all over 
the country. The increase is mainly due to tbo high prices 
of agricultural produce and to growing industrial and 
commercial activity and is propotional to proximity to 
business centres, railways and other means of easy com- 
munication. 

When we consider the changes in the values of urban 
and suburban lands used and capable of being used as 
building sites, the phenomenon is more interesting still. 
The growing population, and the expanding trade and 
industries of towns, lead to an increasing demand for lands 
and their values have been steadily going up. Ground 
rents are cozisaquantly rising at a rapid rate in all towns 
and in centres of industry and trade. The housing pro- 
blem is, therefore, becoming every day more difficult and 
demands serious consideration at the hands of municipali** 
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ties and ilie State, Land^ f a tcli fabulous prices in Borabay^ 
and even in Poona, plots whiob could barely yield Rs. 12 
per acre fifteen years ago, are being let to-day at Rs. 200 
an acre. Exercise of forof^igbt has, therefore, become 
necessary in the developmentof urban and suburban areas 
and town-planning schemes are being undertaken in 
several places. 

25 . India’s Mineral Wealt!i«— We have already 
stated that the possibilities of the development of nilaerai 
production in India are considerable,'^ Tt is only hj the 
application of improved methods and of large quantities 
of capital that progress is possible in^the near future. 
What can be done in this connection, was brought out in a 
very Interesting manner by the experience of war time 
when India was thrown upon her own resources and helped 
the Empire by manufacturing commodities which would 
ordinarily have been imported.^ 

What progress has been made during the last few 
years in the growth of mineral production^ may be seen 
from the following comparative figures; — 


1 The featinc that Btands out most proiriincatly in survey cf the 
rntBernl resourcos of India is tlie fact that while: striking progress has 
been made in recent years 'n opening out deposits from which producfei 
are obtaijed suit ible for export or for conj^amption in the country by 
what may be called direct piocepscs, very little has hitherto been done 
to (levebip those miaeials Unt aro aghociated vdth the more complicated 
metallurgical and chcaiical indastiicg. The esplanution is to found, 
to a great extent, in the iniportanco of byc-products in medara metallur- 
gical and chemical developments.” It is, therefore, maintained that 
A country like India must be content to pay the tax of imports, 
until indufitiies arise demanding a sufficient number of cbeinical products 
to complete an ecoaoinic cycle, and India does, in fact, import at pre- 
sent largo quantitie- of metds and mineral products while possessing 
m many cases tie m'neral resources requiie j to supply tho demands in 
question. Tbcie is thus great scope for tue development cf nimeral 
indnstiies for supphing the inlcrna! lequireuients of the country, quite 
apart from any raaikets that migi^t be £^.und abroad,” — Dc3ennial Mora! 
and Material Progrcos Bepoit. See also Sir T. IIMIand’s Shoich of- the 
Mineral Resources of India* 

2 See Indian Munitions Board’s Hand Book, 1910. 
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1 

Quantities. 

1 

Value. 


1901 1 1916 

1901 

1 

1916 


Coal (tons) | 

6,635,727 

12,254,309 

£ 

1,323,372 

£ 

3,878,564 

Gold (ounces) 

532,303 

598,370 

- 1,931,(130 

2,303,023 

Petroleum 1 

50,075 

297, 1S9 

201,342 

1,119,405 

(thousands of 
gallons) i 

Manganese ore 

157,736 

645,204 

215,934 

1,487,026 

(tons) 


Salt (tons) 

‘1,102,039 

1,488,649 

374,133 

728,358 

Saltpetre (tons) 

15,555 

25,036 

191,904 

607,488 

Tungsten ore 

• •• 

3,761 


466,604 

(tons) 



Iron ore (tons) 

49,798 

411,757 

7,932 

37,911 


With every crojf taken out of the soil, we steadily ex- 
haust its productive capacity, and it is by means of manures 
that the fertility is restored to it But in the case of the 
extraction of minerals, such restoratives are not available 
An increased supply can be obtained only by ‘going deex>er 
into the mines, and though the operation of the law of 
diminishing returns may be checked by improvements, a 
time comes when the cost becomes prohibitive and the 
supply of minerals is exhausted. The prospect of the ex- 
haustion of the English Goal Fields, has led some people 
to advocate the taking of measure to conserve the supply, 
though the comforting assurance is given by some that 
by the time the prophesy is fulfilled a century or two 
hence, a cheap substitute for coal will already have been 
found. 

That fate of the stock of subterranean wealth raises 
similar apprehensions in India and the problem is further 
complicated here by the fact that the people of this country 
have little share in the wealth extracted. The minerals 
once taken out, cannot be restored and as the mines are 


INDIA’S MINERAL WEALTH. 


61 


at present exploited, in the absence of indigenous enter- 
prise, the mineral wealth does not remain in the country*; 
nor does the country get an equivalent for it. It is, there- 
fore, not unnatural that people in India should look as- 
kance at the exploitation of the country’s mineral resources 
by outsiders and should be anxious to retain them in their 
own hands and to prevent them from being handled by 
non-Indians to their own profit.' The growing quantity of 
the mineral wealth raised in the country is not a proof of 
its advancing prosperity if that wealth is appropriated by 
people who do not count India as their home. On the con- 
trary, it is a distinct loss to the country because so much 
of its potential wealth has been removq^d abroad without 
a corresponding return. 

1 In view of the fact that inineiale cannot be replaced or 
replenished, a special, heavy reaponsibility lies upon both the people and 
the Government. The desire to stimulate production cannot justify the 
complete handing over of mines to persons who have no permanent 
interest in the land. On the one hand, our people ought to realise that 
in the interests of the country itself our mineiala have to be worked. 
No serious barm certainly C'ln result from postponing for even a, 
quarter of a century the extraction of precious metals like gold and 
precious stones like rubies or diamonds. On the other hand, as trustees 
of the permanent welfare of the Indian people the Government should 
recognize the serious injury that "would be caused to those interests from 
exploitation by outsiders who have no permanent stake in the country.” 
..-Presidential Address by the Hon’ble Mr. Mudholkar at the Madras 
Industrial Conference, 1908. 
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26. Value of Labour. — Rivers, lakes, mineral de- 
posits, forests and fertile soil are the spontaneous gifts 
Nature offers to man, but that kind mother yields her 
blessings only at labour’s call. The water of lakes and 
rivers must be conveyed to fields thirsting for moisfcure, 
the minerals must be extracted from the earth, trees in tho 
forests must be felled and removed and the soil must be 
ploughed and cultivated. In his migrations man has tried 
to occupy the fairest parts of the earth and to satisfy his 
elementary wants, but has not always succeeded in doing 
this with ease; and he has had to struggle with the 
obstacles placed in his path by Nature. Many economic 
stages had also to intervene before he rose to the present 
state of industrial organization. If we leave aside the wild 
tribes of Goods, Bhills and the like that are itill found in 
the jungles and hills of India, not far removed from the 
primitive condition in which man subsists by bunting and 
pasture, wa find that the bulk of the population has, for 
centuries, been prosecuting agricultural and other indus- 
tries with patience and perseverance. The story of tho 
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J.T.migration of the Aryans into India and Iheir penetra- 
tion into the < aht and the south, recorded io indigencus 
literatare, is s-iggsstivo of the stages ill cough '.vtilcn tne 
people passed and of tae economic evolution which took 
place among them- The clearing of jungles, the settlement 
of village communities and the cosstiucticn of ^owns 
reiiresenied the early stuggle with nature and the develop- 
ment of civilization, characterised by the growth of agri- 
cultural and manufacturing industries. 

l^ature does not smile on ail parts oi the country 
alike. She frowns upon man in serveral places and there 
she has been forced and coaxed into yielding her gifts. 
Tn many tracts of the country, the people have had to 
straggle very hard to eke out a lix'lag and with great 
difficulty the land ha? been made capable of supporting 
human life. The intensity of this' struggle with nature 
has moulded the character of the people in different parts 
of the country in different ways. While, therefore, some 
have become most courageous, enterprising and tough, 
or have learnt to take life easily and to scorn manual 
labour, others have become patient and docile workers. On 
the whole, however, the value of labour in the production 
of the necessaries of life as also of comforts and luxuries, 
has been universally appreciated and the old arts and indus- 
tries of India testify to this fact. The Indian farmer and 
craftsman are well-known for their patience and skill, and 
though labour in this country came to be confined to 
distinctive grooves and to be specialized in certain castes, 
the essential conditions of productivity have been indis- 
putably present In it. 

27, The Labour Factor. — The first requisite of 
production is land and the forces of nature. The second 
essential cf n saltli-creation Is labour which is defined, aa 
it is usually uudoratood, as muscular energy directed by 
Infelligence, In Econcmics the word is applied to every 
effort made by man in contributing directly or indirectly 
to produoLion and ’•efers alike to the human energy spent 
by a co.iimosi workman in fhe field or factory and to that 
of the Viceory and the Gommander-in-Ohief of India. Oidi- 
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narily, hov/ever, labour means the manual and intellectual 
energy brought to bear upon the work t)f production by 
all those who directly participate in wealth-creation. The 
value of land as a factor of production may be partly the 
result of the labour bestowed upon it; and implements and 
machinery required for wealth-production are also the 
product of human labour* Yet the natural powers of the 
earth and the atmosphere and the pre-existing wealth 
which is used by the producer, are both essentials of 
production which can be distinguished with sufficient 
clearness, from labour. 

To satisfy his wants man has always used his physical 
and intellectual energies and as in the case of land, so in 
that of labour, the quantity of wealth produced will be 
conditioned by the efficiency of the factor of production 
concerned. If more utilities are created in the same 
amount of time and with the same amount of energy or the 
same utility is produced in a less amount of time and with 
a smaller expenditure of energy, that is a distinct gain to 
the individual and to the community. The efficiency of 
workers and their condition, therefore, play an important 
part in determining the national dividend and the welfare 
of society. As the essence of wealth-creation lies in the 
surplus of pleasure over the pain of labour or sacrifice, 
the smaller the amount of the cost, the higher will be the 
gain. But smallness of the remuneration paid to labour 
does not often denote a large surplus because the contri- 
bution of that labour to production may not be sufficiently 
high. Low wages may some times prove more costly than 
high wages. ’ 

1 “ lu the Philippines the eontraetors find it in the end cheaper to 
Mre the Chinamen in preference to the natives, although the former 
ocmmand large wages ; in the son them cotton factories the white 
labourer is found more advantageous than the negro factory band, who 
can be hired at a .'materially lower wage. Furthermore, in the same 
industry and witti the same workman neither an increase of wages nor 
curtailment of labour time necessarily augments cost. Where a reduc- 
tion of hours or an increase of ^wages succeeds in enhancing energy^ 
care and sobriety, the output may be greater than bif ore.’^ — Seligman : 
Principles of Economics, 
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In ancient times ail labour was regarded in India as 
honourable because it contributed to the production of 
wealth which was so necessary. In the course o: evolu- 
tion, however, definite functions came to be identified 
with certain classes which ultimately developed into 
numerous castes. . Originally, Brahmins, Kshastriyas, 
Vaishyas and Shudras formed the four-fold social and 
economic division of the Hindu community and this was 
the Chatiirvarnya of the Bhagavadgita and other works, 
based in theory upon the qualities and acts of individuals 
but in practice upon birth. The caste system has been 
described by Cossa as ‘division of labour gone to seed*. It 
made for specialization in production an^ a degree of 
efficiency promoted by the worker learning his trade under 
the paternal: roof in a favourable atmosphere. But it killed 
individualism and freedom of action and led to rigidity and 
stagnation. The evil was aggravated by the multiplicity 
of castes into which the four-fold division degenerated 
and which rendered economic freedom impossible. Birth 
rather than fitness and inclination became the basis of the 
division and the stability and the very existence of society 
came to be bound up with the maintenance of the inelastic 
system. The Brahmin was the priest, the Kshatriya was 
the soldier, the Yaishya was the husbandman, trader and 
money-lender and the Shudra was the artisan whose duty 
it was to serve the three higher castes. Law-givers like 
Manu and statesmen like Chanakya have emphasised the 
imperative function of the ruler 'stritly to up-hold this 
organization. There was a time, however, when yarta,, 
consisting of agriculture, cattle-breeding and* trade, was 
regarded as respectable and in fact their importance has 
been uniformly recognized. Only the function of the 
Shudra came to be looked upon with contempt not worthy 
of the higher castes. 

2S. ©heapfiess and Efficiency Indian labour 
is said tc be cheap but at the same time comparatively 
very inefficient. The cheapness is both the^ffect and the 
cause of India’s poverty ; and even if the Indian labourer 
is not getting his due share it cannot be sufficiently large 
9 
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so long as the total product is smalL In point of efficiency, 
tbo Indian workman is compared with his western brother 
to bis great disadvantage, and it is stated that an English 
labourer is three to six times as efficient^^ as the Indian 
labourer, Apart from climatic and other factors which go 
to make labour Inefficient, the Indian workman suffers from 
a lack of sufficient nourishing food, of education, training 
and ambition. When these latter are available, the 
efficiency of Indian labour will not be lower than that of 
workers in other countries. Comparisons such as the one 
stated above, are sure to be unfair to the Indian labourer 
who is the victim of the <;onditions that surround him and 
is not inherently incapable. 

Complaints are not unoften heard from employers 
about inefficiency of labour accompanied by a rise in 
wages- The causes of recent increased wages have, how- 
ever, little to do with an improvement in the conditions 
of work on the field or in the factory. Given proper train- 
ing, congenial surroundings and healthy conditions of 
work, the efficiency of Indian labour is bound to be high. ^ 

The proverb that ‘ a bad workman quarrels with his 
tools’, may be fittingly applied to the employers in India 
who find labour scarce, dear and inefficient. They do not 


1 Sir Thomas Holland, speaking at Madras a few years ago, observ- 
ed : — One thing that I am quite satisfied with already is that in India 
we have means of obtaining g,ll the expeit labour that is necessary. 
Any one who has visited the Tata Iron ^ and Steel Works will come 
away thoroughly convinced with the conclusion that with Indian labour 
you can tackle any industry for which the country is suitable. I have 
Been labourers at Sakchi who only a few years ago, were in the jungles 
of the Santals without any education. They are handling now red hot 
steel bars, turning out rails, wheels, angles of iron as efficiently as you 
can get it done by any English labourer. You cannot have a better test 
of the quality of labour and you cannot be prepared for more satisfac- 
tory results. When your labour is organized and properly educated 
and-'properly fed there is not the slightest doubt that you will get 
lesults that will suit all raw materials available in the country. The 
whole question fs largely of the methods we should adopt for getting 
information regarding our own materials and training people to suit 
the needs of industrial development.” 
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know how to procure and train labour and how to make 
it efficient.'^ 

The labour of the autonomous worker is regular, syste- 
matic and efficient. The farmer tilling his own land, the 
weaver working at his own loom, the carpenter making 
things for sale on his own account, will not require super- 
^ vision as will the hired labourer in the field or the factory. 
The efficiency of the wage-earner is thus determined by 
conditions different from those of the autonomous pro- 
ducer. 

29. Different classes of labour .—-Before the 
advent of machinery and steam power in this country, 
Indian labour was known to be thoroughly skilled and 
efficient. The “artistic work of India was famous through- 
out the world, and the efficiency of Indian farmers, weav- 
ers, builders, metal workers, carpenters, leather workers, 
potters, carpet-makers and carvers was undoubted. Though 
the fine products of Indian labour are being fast displaced 
by machine-made goods imported from abroad, we still get 
them in sufficient quantity and variety to testify to the 
high level of efficiency reached in India. It is a well-known 
fact that in the first quarter of the last century, the pro- 
ducts of Indian looms competed successfully with the 
piece goods turned out in English factories till at last 
they were driven out of the field by the selfish and short- 
sighted policy of the East India Company. 

Owing to the decadence of the old indigenous indus- 
tries and the inability of the people to start new ones to 
take their place, agriculture has become the mainstay of 


1 ‘‘ I am o£ opinion that unless the mentality of the workman is 
improved by primary education so as to enable him to take an intelligent 
interest in bis work there can be no marked improvement in skill, and, 
agL' in unless he 18 well paid, comfoitably housed and provided with 
innocent amusement and recieation, there will be no |ufficient induce- 
ment for him to give steady attendanee which is one of the requisites 
for maintaining the acquired skill at a high level.” — Speech of Mr. 
Sakalatwala, Cbaiiman, Bombay Mill .Owners’ Association, 1917. 
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tiiQ population and the bulk of our workers are connected 
with that industry,' 

So far as artistic skill is concerned the Indian worker 
can still hold his own in competition with his western 
brothers. And Indian cotton and silk cloth, pottery, carv- 
ing* metal work* toys and other products of manual 
labour still excite the admiration of the foreigner. Ti^e 
edge of the inventive faculty of the Indian worker has, of 
course, steadily worn off and he copies models more often 
than he strikes into new patterns. 

The following tables will show in detail, how the 
population in India is distributed among the different 
occupations: — 

Occupations of the Indian people. 

A India 314,470,014 

Production of Raw Materials ... 227,030,092 
I Exploitation of the surface of the 

earth ... 226,550,483 

Pasture and agriculture 224,695,900 

(a) Ordinary cultivation 216,787,137 

(b) Growing of special products and 


market gardening 

2,012,503 

(c) Forestry 

672,093 

(d) Raising of farm stock 

5,176,104 

(e) Raising of small animals 

48,063 

Fishing and hunting 

1,854,583 

Extraction of Minerals 

529,609' 

Mines... 

375,927 


1 ‘‘ la England according to the returns for 1901, of every hundred 
actual workers, 58 are engaged in industrial pursuits, 14 in domestic 
service, 13 in trade and only 8 in agriculture ; whereas in India 71 per 
cent, are engaged in pasture and agriculture and only 29 per cent, in 
all other occupations combined. The preparation and supply of material 
substances afford means of livelihood to 19 per cent, of population 
C actual workers ) of whom*12 per cent are employed in industries, 2 
sntiansportandfjintrade. The extraction of minerals hupports only 
2 persons per mille j the civil and inilitaiy services support 14, the 
professions and iiboia! arts 15 and domestic service 18, persons per 
mille.— Census Report, 1911. 
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Quarries of hard rocks ... ... 75,424 

Salt etc. 78,258 

B Preparation and supply of Material 

Substances 58,191,121 

III Industry 35,323,041 

Textiles 8,306,501 

Hides, skins and hard materials 
from the animal kingdom ... 698,741 

Wood ... ' 3,799,892 

Metals 1,861,456 

Ceramics 2,240,210 

Chemical products properly so called 

and analogous 1,241,587 

Pood industries 3,711,675 

Industries of tress and toilet ... 750,609 

Furniture industries 39,268 

Building industries 2,062,493 

Construction of means for transport 66,056, 

Production and transmission of Phy- 
sical forces (heat, light, electricity, 

motive power etc.) 14,384 

Industries of luxury and those per- 
taining to literature and to arts 

and sciences ... 2,141,665 

Industries concerned with refuse 
matter ... ... ... ... 1,388,515 

lY Transport — 5,028,900 

Transport by water 982;766 

Transport by road 2,781,938 

Transport by rail 1,062,493 

Post oflSce, telegraph and telephone 
services ... ... ... 201,781 

V Trade 17,839,102 

Banks, establishments of credit, 

change and insurance 1,220,187 

Brokerage, commission and export 240.856 

Trade in textiles ... ... ... 1,277,469 

Trade in skins, leather and furs ..1 296,712 

Trade in wood 224.83 
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Trade in metals 

59,761 

Trade in pottery 

101,986 

Trade in chemical products 

171,927 

Hotels, cafes, restaurants etc. 

719,052 

Other trades in food-stuffs 

... 9,478,868 

Trade in clothing and toilet articles 306,701 

Trade in furniture 

.... 173,413 

Trade in building materials 

84,613 

Trade in means of transport 

239,396 

Trade in fuel 

524,962 

Trade in articles of luxury and those 

pertaining to letters and arts and 

the^sciences 

522,130 

Trade in refuse matter 

3,695 

Trade of other sorts 

... 2,192,534 

0 Public Administrations and Liberal 

j^rts ••• 

... 10,912,123 

VI Public force 

... 2,398,586 

Army 

... 665,278 

Navy 

4,640 

Police 

... 1,728,668 

VII Public Administration 

... 2,648,005 

VIII Professions and liberal arts 

... 5,325,357 

Religion 

.... 2,769,489 

Law 

303,408 

Medicine 

626,900 

Instruction 

674,393 

Letters and arts and sciences 

951,167 

IX Persons living principally on their 

income 

540,175 


D Miscellaneous 17,286,679 

X Domestic service ... ... 4,599,080 

XI InsufiSciently described occupations 9,236,210 

XII Unproductive ' 3,451,381 

Inmates of jails, asylums and hos- 
pitals 132,600 

Beggars, vagrants, and prostitutes 3,311,771 
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II 

2To. per 10,000 


Occupation. 

of total 

population. 

Landlords and tenants 

... 5,606 

Agricultural labourers 

... ' 1,316 

General labourers 

287 

Stock-owners, milkmen and herdsmen 

161 

Cotton workers 

207 

Blacksmiths 

44 

Brass, copper and bell-metal workers 

9 

Carpenters and wood-cutters 

99 

Fishermen, boatmen and pialki bearei^ 

133 

Oil-pressers 

37 

Barbers 

68 

Washermen 

68 

Toddy drav/ers 

-20 

Grain buskers and parchers 

68 

Leather workers ... 

90 

Basket makers, scavengers and drummers 107 

Priests ... ... 

64 

Potters 

63 

Mendicants 

128 

Oartmen and pack animal drivers... 

47 

Village quacks and midwives 

... 6 

Goldsmiths 

57 

Grocers and confectioners ... 

119 

Grain dealers and money-lenders ... 

109 

Village watchmen and other officials 

64 

Vegetable and fruit-sellers 

51 

Makers and sellers of bangles 

18 


9,019 

III 

Percentage 

1, Cultivators 

50 

2 . Agricultural labourers 

1.1 

3. Rent receivers 

... 6’8 

4. Agents and raising of farm stock 

2 
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5. 

Pishing 

... 


■6 

6. 

Industries 

••• 


11'2 

1 . 

Transport 


... 

1-7 

8. 

Trade 

... 

... 

5-2 

9. 

Public Administration and liberal arts 

2-9 

10. 

Domestic service 

... 

... 

1’5 

11. 

Others 

... 

... 

41 


Total ... 100 


30. Agricultural Labour Indians a country of 
■villages. Only 9.5 per cent, of the population of India 
are found in towns (having not less shan 5, 003 inhabitants 
as a general rufe ) compared with 78*1 per cent, in Eng- 
land and Wales and 45*6 per cent, in Germany. In such a 
preponderatingly agricultural country as India, out of every 
10,000 of the village population, a little more than a half are 
land-lords and tenants and about one-eighth are agricultural 
labourers, general labourers being about 3 per cent, of the 
whole. It has been calculated that, on the average, in the 
whole of India, every hundred cultivators employ 25 
^ labourers, but the number varies in the main provinces from 
2 in Assam, 10 in Punjab, 12 in Bengal, 16 in the United 
provinces to 27 in Burma, 33 in Bihar and Orissa, 40 in 
Madras, 41 in Bombay, and 59 in the Central Provinces and 
Berar. 

As regards Indian agricultural labour, there is no 
question about its being most patient, assiduous and skil- 
ful. The agricultural labourer often owns a piece of lajid 
himself and works both on it and on the farm of a local land- 
ovner. This land-lord-cum-labourer does besides other 
kinds of work; plies his cart for hire and markets field 
produce. The women of the house also work in the fields. 
"Women labourers are employed for weeding, harvesting and 
so on. They make cow-dung cakes which are sold in the 
neighbouring town, and milk is also similarly taken for 
sale every day. Agricultural labour is thus not specialised 
as in western countries, and spinning and other simple 
"trades are also carried on under the roof of the cottage. 
Complaints have recently been loudly made by landlords 
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that farm-labourers have grown more lazy and indifferent 
and that while there is an Increase in the rate of wages, 
efficiency is deteriorating. 

The impression has long prevailed that the Indian culti- 
vator is a very indifferent worker, dull-headed, unenterpris- 
ing and inefficient ; bat it seems to be derived from the 
fact of his being without capital, without good imple- 
ments and manures and without those other characteristics 
which give a farmer the appearance of a progressive and 
capable worker. Latterly, however, the Indian cultivator 
has come to be better appreciated^ and it is stated that in 
the art of agriculture he has little to learn, except the new 
methods which scientific progress has tau’ght. In 1889 Dr' 
Yoelcker,' consulting Chemist to the Royal Agricultural 
Society of England, was deputed to make inquiries and 
suggest improvements in respect of Indian agiiculture 
And he stated it as his deliberate opinion that ‘ the 

1 “ It IS assumed that the Indian cultivator knows nothing about 
his own hngineas ; that any thing that is good must come from the West. 
And so the kindly, but in many cases, misdirected effoits of cuily 
woikera took the line of inti oducing into India crops or implements of 
Weatorn oiigin regaidless altogether, in the case of crops, of the effect 
of climatic change or in the case of iinplemente, of consideration'^ of 
cost. This feeling died hard. It was long before the stage was passed 
of considering that the West must teach the East, that the East had 
nothing to teach the West. Beal progress came only when it was 
realized that m India we have to deal with an agricultural pi a cti see 
which lias been built up on the traditional custom of yeais and in wbieh 
reside though unexpressed an. I unexplained deep scientific principles 
the reasons for winch can only giadually be elucidated” — “ Agricultuie 
in India” by James Mackenna. 

2 “ At his best the Indian Ryot or cultivator is quite as good as 
and in soTue respects the superior of the average Biitish farmer, whils 
at his woist, it can only be said that this state is brought about largely 
by an absence of facilities for improvement which is probably un- 
equalled in any other country, and that the Ryot will struggle on 
patiently and un-complainingly in the face of difficultiss in a way that 
no one else would. Certain it is that I, at least, ‘have never seen a more 
perfect picture of careful cultivation, combined with hard labour, 
perseverance and fertility of resource, than I have seen in many of the 
halting places m my tour ” 

10 
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ideas generally entertained in England, and often given 
expression to even in India, that Indian agriculture is, as 
a whole, primitive and backward, and that little has been 
done to try and remedy it are altogether erroneous.’ 

The position was pithily summed op by His Most 
Gracious Majesty the King-Emperor while in India in 
the statement that “the cultivator has always been patient 
upon laborious and skilful, though his methods have been 
based tradition. Latterly the resources of science have 
been brought to bear upon agriculture and have been 
demonstrated in a very short time.” 

31# Village Economy : — The Indian village is 
generally self-contained unless where it has been brought 
into close contact whith the outside world by the railway. 
The importation of machine-made goods and their diffusion 
throughout the country, have, however, disorganized the 
self-sufficing organization of villages. On a preceding 
page we have shown the traditional occupations of the 
inhabitants of villages and that represents the normal rural 
situation. But the village organization is fast undergoing 
a change. The traditional skill of several classes of 
artisans finds a steadily diminishing demand owing to the 
introduction into villages of manufactured articles, Indian 
or foreign. They are, therefore, thrown back upon the 
land which some of them own and thus press upon the 
soil except where new tastes and wants provide them 
employment in their old industry adjusted to changing 
circumstances. 

The caste of each worker determines for him the 
occupation the will follow. Though some people will 
disdain to touch the plough, ‘ it may be noted that agricul- 
ture, including field labour is the occupation which has 
drawn away most of those who have deserted their tradi- 
tional callings. ’ There are, again, various occupations, 
which are not specially ear-marked, such as service under ^ 
Government or private employers, the learned professions 
&e., which persons of all castes seek to follow; and with 
the spread of education, the oompetiton for employment 
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in these directions will become increasingly severe. Strug- 
gle for existence, contact with western civilization and 
spread of education are great solvents ; and they are 
loosening the rigidity of caste organization. Thus the 
higher classes among the Hindus, e. g. the Brahmins, 
.have taken to trade, and such occupations as tailor- 
ing, watch-repairing, engine'driving, carpentry, shopkeep- 
ing, &c., are no longer barred to them. Owing to a lack 
of demand for their goods, the hereditary skill of several 
artisans has deteriorated and it is only to satisfy the 
simple wants of village people or the artistic tastes of the 
wealthy few that rural and urban craftsmen ply their 
industries. 

The farm worker goes daily to his field in the agricul- 
tural season and does some other job when* land provides 
him no employment. The cow*herd and the shepherd 
tend their herds and flocks in the village commons and on 
adjacent hills. The weaver plies his handloom under 
trees in front of his hut and the potter turns his wheel in 
the open space before his hav-el. The blacksmith works 
at his anvil and forge to make and repair the carts, im- 
plements and tools of the village. The carpenter, the 
leather-worker and the shoemaker are likewise in request 
and supply the simple wants of the rural folk. Female 
workers are employed in the -fields for weeding, picking 
and reaping. But ginning and spinning are no longer the 
regular domestic occupations of women as they were be- 
fore the advent of machinery. Most^ of the craftsmen in 
the village are autonomous workers, but the other labour 
is hired, either by the day or by the] year. In the old 
village organization, artisans and craftsmen were ex- 
pected to supply their labour to farmers in return for re* 
muneration given to them in kind according to a fixed 
schedule. This system prevails in villages even at the 
present day.^ 

In several parts of the country there are agricultural 
labourers who can be hardly distinguished from serfs, xhey 


1 See T. N. Atre's Grawa-gada” in Marathi- 
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are in the iron grip of the landlord who has advanced to 
them sums of money required by them to defray the 
expenses of marriage and other ceremonies. And as repay- 
ment of the debt is practically Impossible, the labourers 
become attached as serfs to the estate of the master. They 
receive from the landlord-cum-money-lender a stated 
amount of food^ clothing and cash per year and become 
hereditary serfs. The ‘ Padials of the Madras Presi- 
dency are serfs of this type, and under other names they 
aie not an uncommon feature of village life elsewhere. 

32. Factory Labour: — Even in Western countries 
where the factory regime is in full swing, we witness in 
industries wha^ is called a ‘ regressive evolution, ’ and 
manual labour, assisted perhaps with improved toois, is 
often preferred to work done with the aid of machinery 
In India, the machine is the exception and manual labour 
the rule, in spite of the fact that in large centres like 
Bombay, Calcutta, Cawnpur and Ahmedabad numerous 
factories have been started. • Machinery driven by power 
is being installed in many petty towns and is fast dis- 
placing manual labour engaged in small industries. The 
operatives employed in factories have, of course, to do work 
of a different character from that done by those engaged in 
agriculture, the domestic industries, and the handicrafts. 
Some of it is. indeed, highly skilled and its efficiency Is 
considerable. 

It is not easy to calculate the number of people em- 
ployed in the two different types of industries. The last 
census report, however, gives specially collected statistics 
of persons engaged in factories which employed twenty 
or more persons on the date of the census. This number 
must now have largely increased and more accurate and 
more instructive statistics are promised at the coming 
census. There were in the whole of India, 7,113 such 

1 Some South Indian Villages : — A ‘ padial’ is a sort of serf who 
has fallen into hereditary dependence on a landowner by debt, in 
almost every case the original debt was a sum of money borrowed by a 
landlesa man to solemnize h s marriage or more frequently, that of a son 
or daughter, the borrower imdeitaking to woik for the lender until the 
debt should be repaid, in return for a certain limited supply of food.” 
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factories employing 3 1 million persons, or j per niille o£ 
the population. Of these 21 lakhs ‘workmen, 5,54,778 
were returned as skilled and 14,80,815 as unskilled^ 
There were 38 females per 100 males employed in the 
factories. The plantations alone were responsible for 
7 lakhs of workers and more than 5H lakhs were 
employed in textile industries, mines providing em- 
ployment for about 214 lakhs. Railway workshops, 
118 in number, gave employment to 98,723 persons, and of 
these 65,460 were skilled workers. Of the 7,113 factories 
mentioned above, 4,529 used mechanical power and were 
resposible for the employment of 18 lakhs of workmen out 
of a total of 21 lakhs. It may have been observed that 
the proportion of skilled to unskilled labour in factories 
was as 1 to 3. 

What we have said above of agricultural labour applies 
to a certain extent, to labour in factories also. Several 
of the mill-hands in Bombay, for example, have their bits 
of land, perhaps the common property of a joint family, 
and they return to their rural homes at the beginning of 
the raina season* They lend a helping hand to the folk 
at home in agricultural operations and on the close of the 
season return to their urban occupations. These migra- 
tions disturb the work of the factory and the employer 
is annoyed by the absence of so many hands at regular 
intervals. The operatives are not inclined to settle per- 
manently in or near the towns as their attachment to the 
native village is too strong for this and the conditions 
of urban life are not sufidciently attractive. Nor can they 
stick to their rural homes as they must go out to earn 
enough to supplement the scanty and precarious income 
yielded by the village land. Thistamphibious charac- 
ter of the Indian factory worker is an interesting feature 
of our industrial organization and possesses great econo- 
mic significance. 

Labour employed in the Jute mills of Bengal was for- 
merly almost vrhoilj local. But recently as much as 80 
to 90 per cent of iu is recruited in the neighbouring 
provinces. The same remark apnlies to tea plantations 
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in Assam and to the various factories in and around Cal- 
cutta. The ’Bombay mill operatives are stated to be more 
skilful and intelligent than the Bihari immigrants into 
Calcutta and consist mostly of Marathas from the Deccan 
and Konkan, to a certain extent of Konkani Mahomedans 
and Julhais ( Mahomedan weavers ) and of a few men 
from Central India. The workers in the coal mines in 
Bengal are partly drawn from outside and partly locally. 
The labour is insufficient and intermittent and most of 
the labourers are cultivators or agricultural workers who 
return to their villages for agricultural operations* The 
labour employed in the cotton gins and presses in 
Northern Deccapj Berar, parts of the Central Provinces, 
and in Central India, is seasonal and unskilled. The 
supply of fitters and -engineers is fairly plentiful there and 
the same labour conditions prevail in the cotton areas of 
the United Provinces, the Punjab and Madras, 

33. Traditional Training. — In the case of the old 
industrial arts, as we have pointed out before, there is yet 
much surviving skill and efficiency, but these have little 
scope for expansion, and with a steady diminution in the 
demand for products of indigenous manufacture, they are 
slowly but surely disappearing. The need of new in- 
dustries and of a modification of the forms of the old ones 
iiB being keenly felt, and it has become necessary to adjust 
eohnical and industrial training to the changed circum- 
stances. ' The traditional method of industrial training is 
wery largely similar to the apprenticeship of the Middle 
Ages in Europe. A craft being hereditary in the family 
is picked up by the boy from his father or an elderly 
relative or a master craftsman to whom he is apprenticed 
A learner in India, be it of music, of handicrafts or of 
trade must begin by doing very humble services in the 
house of the master and must proceed by slow stages, 
watching and being directed as he goes on. The pupil 
rarely pays anything for being taught and may earn 
something from his master as the latter receives assistance 
in his work. When the training is over, the apprentice 
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sets up independent business or becomes a partner or a 
permanent worker in the master’s shop. 

This system answered well in the past, but it no 
longer suits the changed and changing economic conditions 
in India. The workmen are not thereby enabled to keep 
abreast of the times, the quality of their work has 
deteriorated and the products of their industry are fast 
being supplanted by imported articles. Except in a few 
cases® they can neither adhere to the traditional system 
nor avail themselves of the advance the world is making 
in improved mechanical processes. The bulk of Indian 
workmen are ignorant. They cannot understand the 
changes that are taking place all around tl?em, and cannot 
be expected to adjust their activity and skill to the altered 
environment. They are also extremely poor and their 
lack of means is another serious obstacle in their way. 
The handloom weaver is a typical example of this deplora- 
ble condition and it is a'serious problem how to rehabi- 
litate him.^ 

34. Present Reauirements.— It is inevitable that 
in the steady proce'ss of economic evolution now going 
on in this country, the hand workers should have to 
abandon their old callings and that improved and new 
industries should take the place of tha latter. Their 
displacement from hereditary occupations to which they 
were born^and bred, naturally excites sympathy but they 
cannot be simply preserved as the relics of a bygone age 


1 “ The 'weavers are exceedingly poor and in the main rely upon 
middlemen for the small amount of capital actually employed in then- 
trade —they are ignorant and narrow-minded and averse to enquiries 
regarding the detail of their trade. Each man works for himself and 
there is little or no -cooperation among them. There is no chance that 
any weaver may arise with an intimate knowledge of the technique of 
the trade and with a mind sulnciently wide to grasp the general trend 
of the economic forces 'which aie gradually driving his fellow castemen 
to iniseiy and despair. The only hope lies in the conduct of experi, 
mental weaving hy the State w-ith the object of working out by degrees 
a better system of production,’’ — Chatterton ; Agricultural and 
Industrial Problems in Jndia/^ 
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in an economic museum. The young generation of the 
hand workers must be educated and trained in new 
methods and processes and must be taught to use im- 
proved tools and machinery. Only in this wayjcan these 
classes of workers in India be enabled to keep abreast of 
the times and be efHcient agents in the production of 
wealth. Even though they may cling to their particular 
callings allowed by caste prejudices, they may be given 
scope for improvement in those very callings and thus 
enabled to make a living and stand outside competition. 
Or they may be trained to work in factories where their 
inherited aptitude may be suitably developed into up-to- 
date efficiency. Workmen of this type do find employment 
in mills and factories and are able to earn high wages. 
They also can steadily rise to higher positions and become 
foremen and even managers and employers. This will 
certainly mean the transformation of autonomous workers 
into wage-earners. But failing the rehabilitation of crafts- 
men in a comfortable position, that alternative is preferable 
to stagnation and starvation. 

In textile mills, mines, factories apd railway work 
shops, a training suited to the different trades, is essential 
to make efficient workers, and in India as in other coun- 
tries, honest, active and intelligent men are promoted to 
responsible and remunerative places. But in this country, 
the higher and the intelligent classes usually take to the 
learned professions and the too literary character of our 
education has created a large amount of unemployment 
among them. A number of technical schools do exist and 
some of their products secure employment in the factories. 
An adjustment, however, between industries and technical 
institutes has not yet taken place, and there are numerous 
young men who have received technical education but fail 
to secure suitable employment. While there is a popular 
demand for the establishment of technical institute's, 
large and small, in all parts of the country, there is a 
complaint on the other side that the supply of trained men 
is already larger, and any addition to it must increase the 
army of the unemployed. 
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What is urgently required is the reorganization and 
expansion of our whole educational system. The diffusion 
of primary education, the starting of technical and in- 
dustrial schools and the provision of mechanical training 
for factory operatives, must be undertaken on a liberal and 
comprehensive scale and nothing must be left to custom 
or to chance. The problem of national education has been 
or is being solved in Germany, Japan, England, Austria 
and America, but in India we have long drifted and even 
now when the lessons of the war in this connection are 
being taken to heart everywhere else, we are not moving 
sufficiently fast^ Each individual citizen must go through 
a suitable system of education, his faculties must be 
developed and the best that is in him must be drawn out 
to his own and the public advantage.^ Technical scholar- 
ships are given by Government to qualified youug men 
to enable them to acquire industrial training in western 
countries ; and it is expected to do more in this as well 
as other directions. 

35. Techiiicaliy Trained Men.-— The view is held 
by many that “ if it is admitted that in every other 
country technical education has followed the organization 
of industries, or grown up alongside with them, and may 
be said to be the necessary complement to industrial 
efficiency, it is obvious that in a country where few 
industries are established, the wholesale education of 
Indians could only result in an excess of young men 
trained up for posts which do not exist, and for whom no 
suitable occupation can be found.’’ Employers of trained 
labour likewise complain that the men produced by the 

1 “ See Viscount Haldane’s paper on National Education in * After. 
War Problems’ and an account of the German system of education in 
Earl Dean Howard’s ^ Recent Industrial Progress of Germany.’ 

2 ** A factor which has tended in the past to delay the progress of 
Indian industrial development has been the ignorance and conservatism 
of the uneducated workmen. The evidence tendered by employers was 
almost universally in favour of labour, both skilled and unskilled, that 
had at least received primary education. This is given in countries 
with which India %viil have to compete and is a si?ie qua non in this 
country also.” — Report of the Indian Industrio! Coinmission. 

11 
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iecbnical institutes are not suited to the kind of work 
they are expected to do in factories. The men, it is said, 
want high salaries, even from the very start, and are 
averse to working with the hand. They are, therefore, 
condemned by the employers as useless people. For the 
higher kind of work they are not wanted and for the lower 
grades of labour for which there is a demand, they are not 
suited. This is the burden of the complaints which* 
employers had to make to Lieut. Colonel Atkinson and Mr, 
Dawson who were deputed by Government to make an 
inquiry into the subject. The complaint extends to the 
sons of artisacis who receive an education beyond the 
primary stage and it is stated that the spread of education 
among the artisan* classes tends to bring manual labour 
into contempt, leading the young men to forsake their 
fathers’ callings in favour of clerical work. 

Opposed to this view is the other according to which 
employers of labour in India have a strong and by no 
means an unselfish prejudice against technically trained 
men and that they want to employ low-paid workers* 
** Even in existing conditions the field for employment is 
large if the exclusiveness of some of the employers is 
overcome. The railways and navigation companies, for 
instance, provide an increasing number of berths to men 
trained in the technics. We have now about, 33,000 miles 
of railway in India and the mileage is expanding. This 
must have a large room for employment if only as foremen, 
drivers, fitters, guards, carriage builders and engine makers. 
.There are very few Indians now employed. They have not 
had their chance in this line. The navigation 
too do not employ them except in the lowest rungs of the 
service. Ship-building is not undertaken in India and yet 
the time will come when an attempt will have to be 
made... The growing mills, the business houses, the banks, 
the engineering firms and a host of other special institu* 
tions that could be named could employ for years to come 
almost all the material turned out the technical 
institutions, either now existing or which may be started 
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in the course of the next few* years.” ^ The tendency of 
artisans’ sons to treat manual labour with contempt and 
to prefer clerical work, wherever it is seen, is rightly 
attributed to the wrong system of education which has 
been made available to them." 

36. Prospects* — On railways, and in mills, factories 
and workshops, there is undoubtedly a growing demand 
'for trained men and in several of them the relatives and the 
children of the workers are trained. The inhabitants of 
certain provinces and the members of particular castes are 
declared to be peculiarly fitte i by nature for technical edu- 
cation. Members of the artisan classes are preferred by 
employers, one of whom stated that “the men required in 
the textile industry were men recruited from the lower 
classes and educated up to about the middle standard — men 
who were accustomed to hard work by tradition and had not 
been spoilt by too high education. ” ’ Employers seem to 
be willing to take up apprentices if young men of the 
right type are willing to learn under the conditions 
offered, and suitable provision may also be made for tech- 
nical education in special schools or institutions attached 
"to factories. 

The spread of elementary education- is* the first need 
of the country, and that System must be linked up with 
.general technical and special industrial education. With 
Intelligent and trained labour several of the existing in- 
dustries may be improved and rendered profitable while 
the efficiency of new ones may be materially increased. 
The beneficent effect of elementary education upon the 
efficiency of labour has been admitted on all hands.® 
For the higher grades of workers a little more education 
and actual experience in factories, combined with technical 
training, is needed. And as to the work of supervisors, 
managers and organizers, technological institutes of a 
higher type like the Yiotoria Jubilee Technical Institute 

1 Repoit on tbe Inqniiy concerning the employment of technically 
trained Indians. 

2 Indian Industrial Commission's Report, Page 109. 
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in Bombay and the one proposed to be started in the Unit*" 
ed Provinces, are j obviously necessary. Men so trained 
must also get scope for the use of their education and' 
ample opportunities for rising to higher positions in in- 
dustries. At the present stage of economic transition, the 
adjustment of training to the varied industrial require- 
ments, is certainly a difficult matter ; and a determined 
effort must be made by Government to provide it in suitable 
ways. 

In agriculture too, special training will go a long way 
to improve the efficiency of the farmer,’ and provision is 
being made for this by the starting of- vernacular agricul- 
tural schools for the sons of cultivators, notably in the* 
Bombay Presidency. The common agriculturist does 
possess great skill but his industry cannot be made more* 
remunerative and productive unless he knows how to appljr 
improved methods of farming. 

3T# Shoi*tag6 of Labour#— We shall have more tO' 
sa;^ concerning the condition of labour, urban and rural, 
in a later part of this book. Here we shall notice one or 
two points only with respect to the supply of Indian 
Labour. The general complaint about the shortage of 
labour on the part of employers, has been already noticed 
Like the Black Death in Englarfd, the Plague has taken a 
heavy toll of the lives of the working population during 
the past twenfcy year.?. A single visitation of influenza 
carried away, in 191849, 60 lakhs of persons, chiefly from 

1 “ Skill, that is to say, practice and a certain amount of knowledge 
is required by the man who drives a plough cr -a cart or who sows or 
reaps or irrigates or weeds ; and this skill is acquired in a very high 
degree by the cultivator's children as they help their father and learn 
from him. But the art of agriculture has to move with the times, Just 
as handicrafts must move : new crops have to be grown and old crops 
given up t new methods, new tools, and new irapleqieats are required 
in order to secure the greatest possible production from the land ; and 
the cultivator cannot teach his sons about those things, which be does 
not know himself. And ^o arises the need for some kind of education 
which shall teach the cultivators* children the rew knowledge they 
require without interfering with the training they receive from their 
fathers.”— W. H, Moreland : An Introduction to Economics. 
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.'among the working classes. These epidemics, along with 
malaria and other diseases which have made permanent 
‘homes in the country, have produced big breaches in the 
.ranks of labourers. But the fact that workers are not readi- 
ly available or available at the old rates of wages, ought 
•not to be taken as an indication of any real shortage of 
labour. 

And here we are confronted with the paradox that while 
thousands of coolies have emigrated to distant colonies 
as indentured or free labourers, employers of Indian mills 
and factories have been complaining of a scarcity of labour. 
But we know under what conditions the emigrants go thou- 
sands of miles beyond the seas, and, after ^1, their num- 
ber is a drop in the ocean when it is compared with the. 
"total labour supply in India. In the first place, the rising 
prices of food grains and other necessaries, must make 
labour dearer, and employers have no right to expect 
workmen to be satisfied with the old rate?. Secondly, 
though it is not easy to induce the ignorant Indian labourer 
’to move out of his village and seek employment at distant 
places, the prejudice against migration is seen to disappear. 
More than ten lakhs of Indian labourers are to be 
found working on the plantations of the various British 
‘Colonies and thousands migrate from one province of India 
to another.^ 

38. Potential Supply.— Though the attractions of 
such industrial centres as Bombay, Ahmedabad, Gawnpur 
and Calcutta, draw labourers from far and near, there is a 

1 “ The large streams of migration from Behaf” and Orissa, the 
United Provinces, Rajputana and Madras are speciapy notewoitb}'. 
These provinjes supply the requisite labour to the fertile plains of 
Bengal, and the still undeveloped Assam and Bu’ma. Net only are the 
fields of Bengal capable of supporting a larger x^opuHtsoTi than is now 
to be found in them but the insanitary condition of t»ue piovinco aids 
further immigration by decimating or disabling the ex**’tiug labourers. 
Of the 14,00,000 emigrants in Bengal, only a fifth a;o the natives of the 
contiguous province of Behar and Orissa or Assam, srtowing thereby 
how attractive its fact uies and lands have been to thi- residents of even 
the distant United Provinces and -Rajpatana*” — M- S Kamatb r *• Ir'S 
‘^'Census of India.” 
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very large potential supply to be found among the classes 
known as * untouchables ’ and the tribes that lead avagrant 
life and subsist on mendicancy and crime. For centuries 
the former have been relegated to a condition of serfdom, 
a,nd on account of the strong religious and social pre- 
judices against them— the result of Jiistorical causes — they 
could not be counted upon to man the labour force which 
is required to carry on new industries started all over the 
country. Standing on the lowest rung of the ladder of 
Hindu society, the untouchable classes have no religious 
scruples which hamper the migration of the higher castes 
to distant provinces and abroad and which forbid them to 
do work regarded as degrading. Large numbers of these, 
therefore, go as coolies to Ceylon, Burma and Federated 
Malay States. Among these classes, therefore, we have an 
unlimited potential source of labour power and as their 
number is estimated at no less than six orores, Indian 
industries need not suffer from a shortage of workmen. 
Caste prejudices against the employment of these people 
who have little scope for honest work and opportunity to 
improve themselves, will die out and ought soon to die out, 
and economic forces will combine with humanitarian and 
patriotic considerations to prevent so much human power 
from going to waste/ 

The members of the depressed classes who are shunned 
by high class people; are found to become respectable 
domestic servants and operatives and to do work that 
requires intelligence, perseverance and trustworthiness. 
To-day, they are in an extremely wretched condition, their 
habits are filthy and their surroundings are forbidding. 
Several of them, however, have been the traditional ser- 
vants of the village community and are characterised by 

1 The movement of political reform which has gathered great force 
since the outbreak of the war, has compelled public attention to the rights 
and to the question of the uplift of the depressed classes. As their dis- 
abilities are steadily removed, they will make an increasing contribution 
to the labour power of the country. Their sense of self-respect has been 
roused and there is to-day an upheaval among the depressed clashes all 
over the country, their representatives being nominated to municipal 
boards and legislative councils. 
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honesty, sturdiness and physical endurance. Some of them 
have lands given to them in return for village service and 
are thus cultivators- Others earn a living by making 
ropes, baskets and so forth. Tanning and curing hides gives 
employment to some, while others work as scavengers. 
The work of uplifting them which is being carried on 
by philanthropic people and social reformers, has an 
economic significance. Both justice and economic needs 
require that the depressed classes should be raised from 
the slough of degradation and demoralization into 
which they have been allowed to fall. The old system 
of specialization under which the caste of a person deter- 
mined his profession, is slowly giving way before the 
advent of the new regime, and the old barriers of caste 
and prejudice being removed, all people must get oppor- 
tunities to better their social and economic position by 
doing work for which they are fitted. 

39. eriminal Tribes.— Owing to the administrative 
and economic changes which are taking place in the village 
organization and public life, the untouchable classes are 
fast losing their traditional employment. If they are, there- 
fore, given education, they can be made to take a share in 
the new industrial organization by working in mills, fac- 
tories and workshops. Non-Hindus, particulary Europeans 
freely employ members of the untouchable classes, as 
domestic servants and when the servant problem is becom- 
ing more and more difficult every day, relief may be found 
in this direction. A Mahar or a Mang, branded with un- 
touchability, attains respectability when he enters the 
Christian fold into which he is readily welcomed. Besides 
these depressed classes, again, there are the criminal tribes 
scattered all over India. They lead a vagrant life and are 
a meance to the peaceful population of our villages. The 
work of reclaiming these people has been recently under- 
taken by Government, and missionary effort is also in the 
field. These men can be weaned from their immoral and 
criminal habits and be made to live useful lives. They can 
be taught certain trades and thus may become useful 
members of society instead of parasites and habitual 
criminals. 
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Only one illustration of how the criminal tribes may 
be reclaimed and be trained to contribute to the produc- 
tion of wealth by taking up decent trades, will here suffice. 
An interesting experiment to control and reform the cri- 
minal tribes of the Bijapur district was started a few years 
ago under the auspices of Government by Mr. O.H. B. 
Starte.I.O. S. With the co-operatioa*of the oflScials and the 
gentry of the district, and particularly of certain employ- 
ers of labour, he has been able to turn Chhaparbands, 
Haranshikaris and Ghatichors into mill-hands, masons 
and agriculturists. In the Orimitial Tribes Settlement at 
Sholapur, there has recently been a population of about 
3,500, of whom nearly 1,500, including men, women and 
children, were employed in the local mills. These tribes 
consist of different castes with a history and characteris- 
tics of their own. The Chhaparbands were once given 
to manufacturing false coins, but are now earning an 
honest livelihood. Then there are the Bhamptas who 
were given to the commission of thefts on the railways. 
The Gujarati Bhats who were also thieves an(^ the Haran- 
shikaries who committed robberies, are now, alcng with 
others, working in mills as ordinary labourers. There 
are other wandering tribes who are a nuisance and a 
menace to peaceful society and they must be reclaimed- ’ 

40. Wastage and Economy of Labour Power : - 

There is alarge amount of labour power, actual and poten- 
tial, which may be thus utilized to the immense advantage 
of the country. Some of the classes who at present contri- 
bute little to wealth-production, have been referred to above. 
Thers are several besides them who live on the profession 
of begging. With them it is a hereditary calling, .and 
they think they can not do and ought not to do any thing 
else. Indians are an extremely charitable and hospitable 
people, and very often it is not a discriminating charity 
they practice- This piety is exploited by many a mendi- 
cant who does not regard begging as dis-respectable. The 
mendicancy takes various forms, more or less associated 
with the religious ideas of the people. Most of the mendi- 

1 See Atre's Gawagada in Marathi, 
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cants do not know the dignity of labour and pretend to 
^feel offended if they are asked to earn their bread by the 
sweat of their brows. 

The so-called Sadhus who go about from one shrine to 
another and live upon the industrious, are a great problem. 
The idle lives led by monks and priests, have provoked a 
revulsion of public feeling in all countries, and the abuses 
of poor relief in England are well-known. The drones who 
live on the piety, credulity and charity of villages and 
towns, will steadily find their position getting more in- 
tolerable in the struggle for existence which is becoming 
keener every-day, but to-day, they represent so much 
wastage of labour power. . How to improve the Sadhus 
and make them useful members of society, is a question 
which is being tackled by Hindu Sabhas and conferences. 
It is a very large and difficult problem and must be faced 
by the community. 

Caste restrictions which prevent persons from taking 
to a trade to which they are not born, also involve waste 
and loss of efficiency. Supply of labour does not readily 
respond to demand, and the productive power of the country 
suffers. Occupations which, in other countries, are in- 
differently pursued by all persons, are in India, confined 
to particular castes, and are looked down upon as in- 
ferior and debasing by others. The exclusiveness and pride 
of caste are so strong that workers belonging to a social 
group or sub-section, feel degraded if they are called upon 
to take to a trade followed by others. Mahomedans and 
other non-Hindus are not, of course, hampered by such 
restrictions, and they are seen easily adapting themselves 
to the situation. But as we have observed before, caste 
distinctions are gradually becoming less rigid in the econo- 
mic sphere, where disturbing and dynamic forces are lead- 
ing to individual freedom and emancipation from caste 
control though socially the restrictions are still effective. 

The substitution of machinery for manual work, is 
another source from which, through economy of labour 
power, accession to the ranks of operatives may be looked 
for in an increasing proportion. Machinery and improved 
12 
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tools will set free for employment much of the labour now 
engaged in heavy and exacting work. A machine driven 
by steam, gas or electricity, does as much work as a num'^ 
ber of human workers and this constitutes a distinct and 
a measurable gain in productivity. The oil and floor mills, 
the pumps for drawing up water, the sewing machine, the 
sawing and husking mills, the power loom and a host of 
other mechancal appliances are fast displacing manual la- 
bour and are thus adding to the supply of labour power. The 
use of machinery has its disadvantages ; but the compen- 
sating gain in a country which wants a larger production 
of wealth and the promotion of material prosperity, is an 
important consideration which must be given due weight 
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4!. What is @apitai? : — Besides the intellectual 
and manual labour of man and the forces of nature, there 
is a third factor which is essential to the production of 
wealth, and that is capital Man may produce commodi- 
ties by working with his hands on material provided by 
nature, but even the most primitive forms of production 
pre-suppose the use of weapons, instruments and tools. 
Though capital itself is produced by human labour, it is 
a distinct factor of production and occupies a very im- 
portant place in modern organization of industry. Mere 
labour and powers of nature are not enough; there must 
be some pre-existing wealth available to enable the worker 
to maintain himself while new forms of wealth are being 
produced, and to assist in the processes of production. 

The creation of vrealth is the creation of utilities, and 
ii involves activity intended to secure a surplus by 
augmenting utilities' and diminishing costs. The cultiva- 
tor, the weaver, the potter, the blacksmith, the carpenter. 
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the shoemaker, have all of them to use capital without 
which their trades would be impossible, and the higher 
the organization of industry, the larger is the quantity of 
capital required.’ The handloom of the weaver, the 
wheel of the potter and the plough of the cultivator, con- 
stitute their capital, besides the raw-material] which they 
use in their respective industries. 

Capital is the result of saving and presupposes 
abstinence from immediate consumption. The farmer 
sets aside a part of the grain he produces, for food, 
seedj, for buying manure and for paying wages to labour- 
ers, and these constitute his capital. If he is poor or 
-extravagant, he may have to borrow these from the village 
money-lender and have to repay the amount and, in addi- 
tion, to pay interest upon it. But the grain which the 
money-lender has lent for sowing or for maintaining the 
cultivator while at work in his field, has been saved by 
the former out of his earnings. He might have consumed 
every thing that he earned and would thus have laid by 
nothing. In that case the money-lender would have had 
no capital to lend. 

The weaver has a handloom in his house. But the 
yarn he requires is supplied to him by the money-lender, 
and for his daily food also he depends upon loans. Thus 
he carries on his trade on borrowed capital. But it is 
possible* for a weaver or a blacksmith to produce more 
than he consumes himself and spends upon the purchase 
of raw-material and tools, and this surplus may be utilised 
in buying better tools and more raw materials. This 
•employment of capital increases efficiency and output 
and leaves a larger margin of profit to the craftsman. 
The supply of a sufficient quantity of capital is, therefore, 
a necessary condition of the productivity of industry. 

* And the economic condition of a community is satisfac- 

1 ** The productivity of capital consistB in the aid which it renders 
in securing the same results with less effort/ It is an adjunct to human 
^labour and to that extent lessens labour by interposing something be- 
’tween labour and its result.’^ — Beligman* 
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tory or otherwise according as the supply of capital is 
abundant or scanty and cheap or dear. 

Modern economic progress has been rendered possible 
by the use of machinery and the application of scientific 
methods to production. The use of power and machinery 
means the employment of large quantities of pre-existing 
wealth, that is, capital. Industrial advancement in India 
is conditioned by the extent to which in agriculture as 
well as in manufactures more efiScient means are employ- 
ed to produce wealth. Agriculture is the basis of several 
industries and apart from the fact that improvement imits 
operations will yield larger quantities ^of food and raw 
materials, it will have a stimulating effect all round. It 
is notorious that the yield per acre of Indian crops is one 
fourth to one half of what it is in advanced' countries. 
Thus while hardly 100 pounds of ginned cotton are obtain • 
ed per acre in this country, an acre gives 200 pounds in 
the TJ. S. A. and 450 pounds in Egypt. Holdings in India 
are too small for economic production and the rayats are 
poor. There is still ample scope for the use of machinery 
for lifting water, improving land, preparing crops for the 
market and for producing manures and cattle food. 

42# The Ray at's Means : — A big landlord or farmer 
in India has considerable capital which consists of farm- 
houses and wells, ploughs and cattle and of seed and ma- 
nure. He can use his capital in getting as large a produce 
as possible out of the soil by procuring a steady andjuffi- 
cient supply of water, by improving the land and by con- 
structing embankments to retain moisture and silt. But 
the capital which is available to the ordinary cultivator is 
scanty and of the simplest kind. He has a wooden plough 
and other rude implements, a pair of bullocks and a cart 
which he may, in the off season, ply for hire. The common 
cultivator, far from being a man of means, is indebted to the 
village sowkar and the indebtedness of the Indian rayat 
has become proverbial, and in certain parts of the country, 
almost notoxnous. He has to borrow at exhorbitant rates 
of interest and is crushed under the weight of his debt 
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His land and property are generally mortgaged and often 
pass into the hands of the sowkar. 

The question of the indebtedness of the rayat has 
engaged the attention of Government for the past sixty 
years, and measures have been taken from time to time 
to supply the rayat with the capital he wants for land 
improvements till the oo-opetative credit movement has 
at last been regarded as peculiarly efficacious in this con- 
nection.’ The Deccan Eiots Commission^ observed with 
reference to the indebtedness of the landholding classes 
that the estate pf an ordinary kunbi rayat, exclusive of 
his land and its product, had been estimated by competent 
authority to be of little more than Rs. 200 in selling value 
and that it would be somewhat as follows Live stock = 
Rs. 125, Implements and utensils = Rs. 20, House = Rs. 50, 
Miscellaneous = Rs d3. Total = Rs, 215, 

We are not here concerned with the causes of the 
rayat’s indebtedness. The fact of it is patent, and it is 
bound to affect prejudicially the productivity of his land 
and labour. The indebtedness is often a legacy left by the 
forefathers of the cultivator and he is heavily handicapped. 
There is practically little surplus left after the expenses 
of the maintenance of his family are deducted from the 
gross produce, and it is with the greatest difficulty 
that he can meet the interest charge and the Govern- 
ment assessment. The Famine Commission of 1880 
found from evidence collected Trcln all parts of India 
that about one-third of the land-owning class were deeply 
and inextricably in debt, though not beyond the power of 
recovering themselves. An analysis of the embarrass- 
ment of twelve villages revealed to the Deccan Riots 

1 This subject will be treated at greater length in a later Chapter. 

2 Report, 1875. 
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Commission th© fact that about one third of the occupants 
of Government land were embarrassed with debt, that 
their debt averaged about eighteen times their assessments 
and that nearly two-thirds of the debt was secured by 
mortgage of land. ' No appreciable change for the better 
has taken place in this position during the past generation. 
High prices of agricultural produce and the spread of the 
co-operative movement are indeed factors which are mak- 
ing for improvement but their influence on the mass of the 
agricultural propulation has not yet become noticeable 
though it is felt in certain individual cases. 

43. Hgricttltural Gapital Capital is thus the 
most urgent need of the cultivators who form the bulk 
of the population and whose industry is the premier 
industry of the country.^ The agriculturist is certainly 
able to secure loans '.'from the village money-lender, but 
at exorbitant rates of interest; and therefore the* capital 
thus borrowed cannot prove very productive. What is 
true of the common cultivator is likewise true of the artisan 
class generally. Money-lenders are shrewd business men, 
and they secure themselves against the risk of the loss 
of their money by exacting high rates of interest, by a 
mortgage of property, by the imposition of high prices and 
in other ways. Excepting a few wealthy and progressive 
farmers, cultivators carry on their agricultural opera- 
tions with the old-fashioned implements and by the tradi- 


1 Very interesting results’ in this connection have been arrived at 

by Dr, H. H. MauTi in the inquiry he has made into the economics of a 
Deccan villa Labour in a Deccan Village’ as 

also ‘Some m facts and figures relating 

to rural economic^-/ "^i^dras Presidency have been given. 

2 “ India to-day provides an apt illustration of the tiutli of the 
dictum that the destruction of the poor man is bis poveity. AgriculturCy 
while the foundation of all other industries in India, is painfully under- 
capitalised. The problem is how to place within reach of the cultivator 
the improved seed, the improved implements, the improved methods 
which are necessary if Indian agriculture is to become what it ought 
iQ Ije.’— India in the Years 1917-18. 
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tional methods. And it is here that improvement is 
immediately required. ’ 

Co-operative credit has a big future before it in this 
country of small cultivators. The progress the movement 
has so far made is very encouraging. It enables the small 
farmer to free himself from the clutches of the usurious 
village money-lender and to obtain capital for agricultural 
operations at a low rate of interest. It also renders it 
possible for him to make permanent improvements in his 
land and to practice thrift by teaching him the value of 
productive expenditure and saving. The problem of sup- 
plying the cultivator, seed, manure and implements of the' 
right quality at reasonable prices can be solved effectiveljr 
through co-operation. The bigger landlords must have 
special banks for their purpose as their demand and resour- 
ces are larger. 

Agricultural capital takes the form of seed, manures,, 
water supply and implements as also the subsistence of 
the farmer and his labourers whenever they are employed 
The importance of pure, selected seed] to good farming^ 
cannot be exaggerated. The ordinary cultivator has 

1 Speaking of the conditions in a typical dry Deccan village,"^ 
Mann observes : “ Very little advance in implements and methods 

seems to have been made though some new crops have been introduced 
in recent years. As to the implements of cultivation, a complete set such 
is as used by the people would cost about Rs. 40 and they are all made 
locally from beginning to end. The wood village, the 
carpenter is a servant of the village, and ^ for the very small 
quantity of iron required for the tip of the ploughshare and the blades 
of various other cutting implements, the village would be quite in- 
dependent. All repairs to these implements, are paid for in ialuta, or 
a fixed charge on each crop produced,— but the carpenters are paid in 
cash for new implements made. The use of the modern iron plough is 

only just beginning, and the hire of these from Pcona shows signs of 
being tckken np.” ® 
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not the means and the facilities to secure good seed 
and therefore, the quality of the crops raised by 
hinis is indifferent. The Agricultural Departments 
are now placing good seed at the disposal of cultiva- 
tors. In the matter of manure there is a great deal of 
waste going on at present. Farm-yard manure and cow- 
dung are not properly utilized and improved manures are 
not within the means of the common rayat. The atten- 
tion of the Agricultural Departments has been drawn to 
this question also and efforts are being made to improve 
the existing state of things. As to water supply, rainfall is 
precarious and insufficient over large tracts of the country, 
and the" agricultural industry is often at the mercy of 
nature. Lands irrigated by canals and wells are in a 
fortunate position, and in them the condition of agricul- 
ture is comparatively satisfactory. Of about 225 million 
acres of cropped area in British India, not more than 48 
million acres are irrigated. ^ '‘The total area irrigated in 
1916-17 was 47,946,000 acres, as against 46,898,000 in the 
preceding year. Of this, 19,230,000 acres was irrigated 
from Government canals, 2,561,000 acres from private 
canals, 7,224,000 from tanks, 12,034,000 from wells, and 
6,897,000 acres from other sources of irrigation. In India 
irrigation on an extensive scale is ordinarily resorted to 
in tracts where the rainfall is most precarious. In Lower 
Burma, Assam, Eastern Bengal and on the Malabar Coast 
( including the Konkan ) where the rainfall is ordinarily 
heavy, the crops hardly need the help of irrigation unless 


1 The area under crop in India irrigated by Government works is 
25 million acres and this is in addition to the area irrigated by private 
irrigation works chiefly tanks and wells, which is also roughly estimated 
act 25 million acres. So the total irrigated area is brought up to 50 
million acres or 26 6 per cent, of the net cropped area. The proportions 
vary in different provinces. In the Punjab 42 per cent, of the net 
cropped area is irrigated by Government works, in Madras 18 8, in the 
N. W. F- Province 13*4 and in Bihar and Orissa 10*6. The total, capital 
outlay on irrigation works in India is Rs. 69 crores which produced 
last year revenue of Ra. 636 lakhs or 7*06 per cent. The value of 
crops raised through the assistance of these works is estimated at 
82 crores. 

13 



98 


INDIAN ECONOMICS, 


there is unusual scarcity of rain. Of the total area irrigat- 
ed in 1916-17, 25 per cent, was in the Punjab, 21 per cent, 
in the Madras Presidency, 23 per cent, in the United 
Provinces, 10 per cent in Bihar and Orissa, 8 per cent, in 
Sind and the remaining 13 per cent, in the other Pro- 
vinces.” ’ The following figures will be found interesting 
in this connection : — 

Proportion of Irrigated 
to Total Cropped Area. . 

Sind ••• ••• ••• ••• 82 per cent. 

Punjab 48 „ „ 

Korth-West Frontier Province ••• • 39 „ „ 

United Puovinces 30 „ „ 

Ajmer-Merwara ••• 29 „ 

Madras 29 ,? „ 

Bihar and Orissa 18 „ „ 

Delhi 17 „ „ 

Bengal 9 „ „ 

Burma 9 „ „ 

Assam 6 „ „ 

Bombay ... 3 „ „ 

Central Provinces and Berar ... 2 „ „ 

Coorg ... ' 3 „ ., 

Manipur 2 ,, 

The draught cattle possessed by the farmer form an 
important part of his capital. The number and quality of 
live stock determine the condition of the 'agricultural 
industry in all countries and especially in India where 
improved machinery is yet hardly used. Scarcity and 
famine have made a havock in the number of agricultural 
Cattle and the social effects of this dimunition are serious 
Stock raising is practised here and there, but it can be 
done and must be encouraged by big landlords. The 
following are statistics in connection with live stock in 
British India. 

Census of Livestock in British India. 

The number of cattle in British India ( excluding 
States ) is approximately 148,900,000. Of this, bulls 
1 Agricultural Statistics of Indis, 191647. 
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and bullocks account for 49,000,000 ; cows for 37,800,000 ; 
buffaloes for 19,200,000 ; and young stock for 42,9i)0,000. 
The provinces which possess the largest number of cattie 
are : — - 

The United Provinces 31,700,000 (21 p. c. of total ) 

Bengal ... 25,300.000 (IT „ ). 

Madras ... 21,800,000 (15 „ ). 

Bihar and Orissa ... 20,100,000 (13 „ ), 

The number of sheep is given at 23,000.000 of which. 
"Madras possesses 10,800,000 and the Punjab^4,700,000. The 
number of goats is 33,600,000 ; horses and ponies 1,700,000 ; 
mules and donkeys 1,600,000. The statistics relating to 
sheep, goats, horses and ponies, and mules and donkeys, 
exclude Bengal. The total number of ploughs in British 
India is estimated at 19,331,000 and of carts at 4,910.000. 

49. Improved Implements*-Well-irrigation means 
a considerable outlay of capital to which only a few 
cultivators are equal ; and unless there is an assured 
•supply of water, there is no certainty of a crop being 
obtained and rich manures cannot be employed. Dry 
•farming is much too common in this country, the nature 
and the size of the crops depending entirely upon the 
character of the monsoon. It is believed that there 
are in existence in India at least 30 lakhs of wells 
from which water is lifted for irrigation. If mechanical- 
Jy driven pumps would be used in connection with 
even a fraction of this number, the advantage will 
be considerable. The question of inducing the Indian 
agriculturist to make use of improved implements and 
machinery is surrounded with difficulty. If the quantity 
and quality of agricultural produce is to be improved and 
the efficiency of labour is to be enhanced, implements and 
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hand-driven machinery of an improved pattern must 
be largely used. Iron ploughs are coming more commonly 
into use, as also iron cane-crushers and water lifts but thS' . 
same remark cannot be made of agricultural machinery 
in general.' 

It is well-known that agriculture does not provide’ 
much scope for the use of machinery. Yet machinery is 
coming into larger use on the bigger farms and in indus- 
tries connected with agriculture. Ginning and pressing 
cotton, the crushing of sugarcane, pressing of oil from, 
seeds, manipuPhting operations in connection with ground- 
nuts, as well as the lifting of water from wells "and; 
rivers— these call for the use of machinery and motive 
power. This development has given rise to a new industry 
and iron water-iifts and crushers are being turned out in 
small factories in various parts of the country. The in- 
creasing demand for cotton, sugar, oil seeds and the high 
prices which these command in external markets, have 


I “ Much success has, undoubtedly, been obtained in the introduc- 
tion of grain winnowers, cane-crushing machinery" &c. But in recom- 
mending the introduction of reaping machines or heavy English ploughs’ 
caution is necessary. Reaping machines may be useful on large estates 
where labour is scarce, but the .whole rural economy of a tract where- 
population is dense, may be upset by their use. A large amount of 
cheap labour which ordinarily does the reaping is thrown out of employ- 
ment s the gleaners lose their recognized perquisites. In the case of 
heavy ploughs, the advisability of deep ploughing has first to be proved. 
In both cases the capacity of the available cattle and the difliculty of 
replacing broken spare parts and of carrying out repairs are serious- 
obstacles to the introduction of foreign machinery. As in the case of 
plants, the improvement of the local material which the cultivator can 
himself make and repair and which his cattle can draw, seems the more 
hopeful line of improvement.” — “ Agriculture in India” by Mr. James 
Mackcona. 
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©ncoaraged the use of machinery in the industries cop- 
nected with these raw materials^ 

In towns and cities, mechanical power is being em- 
ployed for pressing oil, makiiig Hoar and for similar other 
purposes. Flour mills are becoming very popular with 
the mass of people in towns, and gins have almost entirely 
superceded the domestic industry in which women were 
engaged. There is visible a growing tendency to sub- 
stitute hand labour by power-driven machinery wherever 
possible and the bullock cart is making room for motor 
transport. How the small industries may be improved if 
capital is made available to the artisans on easy terms 
Is demonstrated by the way in which the sewing machine 
has come into extensive use and displaced manual labour 
in the tailoring trade during the last generation 

^5. ManEfactunns Sapital*— It is impossible to 
form a correct estimate of the amount of the capital 
employed in the different industries in India and to say 
what increase there has been in its quantity within recent 
years. Thers is no doubt about the fact that more capital 


I “ During the past ten years the indnstjial tendencies ir the 
Madras Presidency have mainly exhibited themselves in the supcrces- 
sion of hand labour by machinery driven by power derived fiom steam 
01 internal combustion engines. The main factor has been the level op- 
menl of the use of the internal combustion engine, which enables 
smaii quantities of powei to be generated both cheaply and by methods 
whiib require no gi eat amount of technical skill to supervise. In the 
deltaic districts of Godavari, Kistna and the Cauvery, v/hich aie almost 
wholly given up to the cultivation of paddy, the primitive laetbode of 
husking by hand hive to a large extent been superceded by inodern 
machinery. As the result of measures delibeiately taken by Govern’ 
meat, there has been a similar application of motive power on a small 
scale to the raising of water for irrigation ; and finally as the result, 
partly of diiect Government assistance, and partly of piogressive 
private eSort, a number of what may be termed rural factories b-jve 
come int3 existence, which use machine piocesses usually on tno 
smallest scale that it is practicable to employ them. Such factorie-^ 
employ machinery for ginning cotton, crushing sugar-cane, extiacting 
palmyra fibre, pressing oil seeds, and cutting timber. In the towns 
power is being similarly employed in an even more varied manner." — 
Census Eeport, 1911 : page 427. 
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is being invested in new industries which are rising on 
all sides, and the people are coming more and more to 
appreciate the advantage of lending their savings to 
industrial and commercial concerns. The very failure 
of numerous banking, manufacturing and commercial 
concerns which occurred a few years ago, was elo- 
quent enough in this respect as it showed the weakness 
and strength of modern Indian industrialism. And the in- 
dustrial boom’ which burst out on the termination of the 
war and on the removal of State restriction of eth invest- 
ment of capital, clearly proved the enormons profits some 
people had mad^e during war time and the opportunities 
that were opened for the establishment of new industries. 

If the small improvements which are being effected 
here and there are omitted, we may say that there is no 
appreciable increase in the amount of capital invested by 
the people in the agricultural industry and in the 
small handicrafts. It is only in the manufacturing in- 
dustries that a remarkable development has taken place in 
this respect. Excepting the cotton industry of Bombay, 
however, and other industries of extremely moderate- 
dimensions elsewhere, they have owed their rise and pros- 
perity mainly to European initiative and capital. Indian 
enterprise is slowly but steadily making its way in in-- 
dustrial orgainzation and expansion and it has been 
strikingly stimulated by war time prosperity. It is profits, 
brought in by trade, especially foreign trade, that have 
been the main feeder of capital sunk in industrial enter- 
prises of the modern type. 

Almost the whole capital of the cotton mills, ^ amount- 
ing to no less than twenty five orores of rupees, has been 
raised in India. The tea plantations which have a little 
larger amount of capital invested in them, are most of them. 
Joint stock concerns registered in the United Kingdom* 
The jute industry with a capital of more than thirteen 
crores, is also financed by European capital. Industries 
connected with wool, silk, sugar, paper, tiles, cement 

1. The capital valuea of several mills has enormously increased 
since the war. 
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have also absorbed considerable capital, some of which, 
particularly in Bombay, is Indian, and there is much scope 
for expansion in this field. Several woollen mills, tile 
factories, tanneries, sugar factories and oil mills have 
been recently floated with indigenous capital. The value 
of mineral production in India is steadily increasing, and 
the bulk of the capital invested in the coal and gold mines 
has been imported. The fact is that the large quantities 
of capital which are required for manufacturing and min* 
ing industries have not been available in India, and they 
have not been forthcoming because, so far as the people 
of this country are concerned, the enterprise, the expert- 
knowledge and the organizing capacity as well as the 
facilities which are necessary for the establishment of 
such concerns, are practically absent in India. 

A remarkable exception has been recently provided 
by the Tata Iron and Steel Company which was floated 
in 1907, with exclusively Indian capital of more than two 
crores of rupees. This undertaking has been further ex- 
panded and no difficulty has been experienced in getting 
the necessary capital. The fact is that there is consider- 
able latent capital in the country which may enable 
enterprising people to start new industries provided they 
can inspire confidence. The history of manufacturing, 
commercial and banking concerns which have been float- 
ed in recent years, proves that the sources of Indian capi- 
tal have not been properly tapped and that they are calcu- 
lated to yield a rich harvest. Sound concerns under the 
management of experienced and well-known industrialists, 
rarely fail to attract the requisite capital, most of which,, 
however, comes from the commercial and the professional 
classes. 

^6. Existing Facilities s-The position of rural areas 
with respect to the creation and accessibility of industrial 
capital differs from that of large commercial centres. 
There is, however, considerable accumulation of capital in 
the mofussil and a part of the annual savings is put to an 
industrial use. But owing to the lack of banking faci- 
lities and the infancy of the co-operative movement, 
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the small savings of the rural population cannot be coL 
leoted and made available for the expansion of industries ; 
nor can the cultivator or the artisan draw upon a bank 
to satisfy his capital needs. The village money-lender 
accomodates the small farmer and craftsman and exacts 
a high price for his services. It is only larger concerns 
and big industrialists that can secure help from the 
banks which cannot deal with the rayat or the artisan* 
Large and small banks must, therefore, be multiplied 
throughout the country and business habits must be 
inculcated among the mass of the people. 

The difBoulties about capital are not so serious in the 
cities and presidency towns. In this Presidency, in 
particular, it is stated, the position is very favourable. 
But in the country as a whole, the banking system is too 
inelastic and insuflfioient to meet the requirements of 
the people. The small industrial organizer or trader is 
hampered by the lack of capital and of the sources from 
which it may be obtained- He cannot get into touch with 
a bank which may help him and the expansion of bank- 
ing and Government assistance appear to be the remedies 
that must be applied to improve the existing state of 
things. The report of the Indian Industrial Commission 
has laid special stress upon this aspect of the capital 
problem and indicated the directions in which reform is 
called for. ^ 

-97. The Hoarding Habit s —Much has been made 
of the hoarded wealth of India, and exaggerated views 
are held about its size. It has been estimated at anything 
between 500 and 800 crores of rupees. By hoarding is, 
of course, meant the habit of allowing wealth to lie 
idle and of making an unremunerative use of what might 

I. the case of small industries and df tho»e that are new 
to Indii witnesses complained bitterly that the public are unwilling to 
inv^est, that sufficient capital cannot be obtained from the friends and 
acquaintances of the promoters, and that banks are unwilling to supple- 
ment the deficiency or even to provide working capital. Money for such 
purposes cau only be obtained at a rate so high as to swollow up the 
profits of the venture.” — Repo.'t of the Indian Industrial Commission, 
page 214. 
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have been employed in the further production of wealth. 
Some wealth of this description in India may cer- 
tainly be converted into capital, and the spread of educa- 
tion, the growth of the saving habit and the provision 
of banking facilities may be calculated to bring about this 
change. On the whole, the people of this country are 
thrifty, and certain classes habitually practise thrift and 
do lending business. 

Even taking the highest estimate of the so-called 
hoarded wealth of India, we find that its amount does not 
exceed Es. 25 per head of the population, that is, about 
one year’s average per capita income. \ ^ A large part of 
the total obviously consists of the jewellery of the princes 
and landlords, and the share for which the bulk of the 
population is responsible, must be extremely small. 
Apart from (;he fact that every pie of the hoaided wealth 
is urgently required for use as capital in the country, the 
total amount is as nothing compared with the hoards of 
other countries. Fondness for pomp and show is inherent 
in human nature, a^id Indians are not different in this 
respect from other people. 

The habit of hoarding is fostered by insecurity, the 
absence of a strong government, ignorance and by a love 
of ostentation and display. The hoard of an average 
family in India consists of the trinkets on the persons of 
women and children and rarely of men. Education will 
cure the Indian population of this love of ornaments but 
even in progressive countries fashion dictates the locking 
up of a large amount of wealth in jewellery. In India 
jewellery has been the average person’s bank which yields 
no interest and does not always ensure security. But it 
■is the easiest and the most convenient method of saving 


1. la aa article contrib'Xted to the Indiamaii. Mr. A. G. Chatter^ee 
shows that the ‘ countless hoards of India are a myth and says that 
‘ according to careful estimates made by competent observers, such 
savings do not exceed ten rupees on the average of the whole popi4!<x- 
tion. He is inclined to think that ‘ five rupees per bead is perhaps a 
more correcc figure and this would amount in the aggregate to a hundred 
million sterling in the whole of India. ’ 

14 
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and keeping wealth, in the absence of a knowledge of the 
advantages of banking. The trinkets are given as a 
pledge to the money-lender and on their security loans 
are raised. The social customs of the people require that 
married women must have a certain quantity of jewllery on 
their persons and among Hindus the 'StridhanaMs the 
exclusive property and the standby of women. As soon as 
a man has made a small saving, he will hasten to convert 
it into an ornament for himself, his wife or his child. 

Even people of the middle class have often to pledge 
their jewellery for raising capital. As soon as the purpose 
for which the jewellery was pawned is fulfilled, the profits 
are once more turned into ornaments. With the establish- 
ment of peace and orderly government under British rule, 
has come security of life and property^ and ornaments 
need no longer be the deposit bank of any class of people. 
But it is ignorance, a lack of banking facilities and old 
customs that still stand in the way. Our princes, chiefs,, 
noblemen, jamindars and other wealthy people have not 
yet become familiar with modern methods of commerce, 
industry and banking. They are slowly coming to under- 
stand the benefit that may be derived from the investment 
of their surplus income in Government securities and in 
industrial enterprises and that is a very hopeful sign. 

48. ©onditions of Savings— There are other con- 
ditions besides security of property which make accumula- 
tion of capital possible! The income of individuals and 
communities must be sufficient to enable them to lay by 
wealth for future use. Foresight and thrift are also 
equally necessary. There are people who take no thought 
of the morrow and do not realise the importance of provid- 
ing against a rainy day. The ambition to live a life of 
independence and ease and to make provision for the pro- 
per bringing up of children, is likewise an important 
factor. In backward communities and classes these 
motives are absent or feeble. Instances are not wanting 
in India of persons who will stint themselves to provide 
for the education of their children or to leave to them a 
decent source of income. The indebtedness of the common 
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rayat shows that this motive is not strong in him, but it is 
more the result of his poverty and ignorance than of 
extravagance. 

Under the modern industrial organization, wealth is 
coming to be concentrated in a few hands, and the margin 
for saving is so large in their case that they do not know 
what to do with the surplus. Profits of commerce and 
industry which have been very high owing to war in large 
cities like Calcutta and Bombay, return in part for iiivets- 
ment as capital. There is no true abstinence in their case 
because there is no sacrifice involved. People will not 
also save unless they have the means of securely deposit- 
ing their savings or can use them remune"ratively. There 
must, therefore, be sufficient scope for investment as well 
as satisfactory provision for the safekeeping of the savings, 
large and small, These opportunities are now opening 
out before all classes in India and co-operative societies^ 
Joint stock companies and commercial undertakings which 
are rising up in all directions, are an unmistakable proof 
of this development. 

That the motive to save has not been very strong 
among all classes in India and that the tendency to spend 
on ceremonies and festivals is marked among the people 
may be readily admitted. But we must point out that the 
views usually held in this connection are exaggerated. 
Prof. Marshall thus says of the Indian people: — “They 
make intermittent provision for the near future, but scarce- 
ly any permanent provision for the distant future; the 
great engineering works by which their productive resour- 
ces have been so much increased, have been made chiefly 
with the capital of the much less self-denying race of 
Englishmen.” Prof, Marshall does not know that roads, 
wells, tanks, canals, waterways, gardens and other works 
were constructed with the savings of the Indian people 
long before British capital could come to this country, and 
these old works are a monument to the patience, foresight 
and self-denial of the misunderstood Indian races. And 
it may be asked, when did the race of Englishmen begin to 


1 Economics of Industry, page 131 . 
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accumulate capital in large quantities, to use it for Mg 
engineering works and to lend it to other nations ? It is 
so unscientific and grossly unfair to judge a poor and 
backward people by the standard of a wealth yand advanc- 
ed nation and to apply the same test to peoples ^differently 
situated, politically and economically. 

99 * Gapital as a Power* — The conflict between 
capital and labour, which has become intensely bitter in 
western countries and the socialistic movement which 
has spread widely in the world, show what a great power 
capital has become in modern times and how its despotic 
rule is being strongly resented and attacked. Capital is 
only one of the factors of wealth-production, but it so do- 
minates the economic organization of the present day that 
the modern industrial regime itself has been characterized 
as capitalistic. Though the theories of socialists like Karl 
Marx, according to which labour is the sole cause of value 
and is therefore entitled to the whole output of produc- 
tion, are exaggerations, they only indicate how strong is 
the feeling of resentment that has been aroused In the 
minds of workers against the wealth and power of those 
who command capital and, therefore, labour- Ifc is the 
concentration of capital in a few hands and the wage 
system under which the workers feel that they are made 
to work like slaves without any control of industry and 
are robbed of their due reward by the employer, that have 
led to the revolt of labour, and it is to fight organization of 
capital that workmen’s associations have been formed. 

In India industrial organization is yet mostly of the 
simple kind. The Jamindar or the big landlord is a capi- 
talist and wields enormous power. The position of his 
tenants is one of helplessness and the State has had to 
intervene to protect them by laws. The money-lender is al- 
so a capitalist whose capital is, however, molatly lucrative 
capital. He is very often looked upon as a great tyrant 
because he exacts outrageously high rates of interest for 
the capital he lends. The borrower seeks a loan for pur- 
chasing necessaries of life or the raw materials and imple- 
ments of his industry and by mortgaging his land and 
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pledging his trinkets often becomes the slave of the 
money-lender. As he can command labour, the capitalist, 
whether urban or rural, must wield considerable .power, 
and workmen, ignorant, helpless and unorganized, are 
at his mercy. Like the Jewish usurers of Europe, the 
Indian money-lenders have acquired a bad name^ but it 
will be unjust to tar the whole class with the same brush. 
If some money-lenders are extortionate and harsh, others 
are kind and considerate. And the village money-lender 
is the friend of the rayat and the craftsman^ 

The relations of capitalists and workmen are mostly 
regulated by custom, and it is only latterly that labourers 
have become conscious of their rights- They are slowly 
becoming independent as varied avenues of work are- 
being opened to them and the demand for their labour is 
steadily increasing. The development is, therefore, 
from status to contract, and is the result of changing, 
economic conditions. The spread of the factory system 
and the aggregation of hundreds and thousands of workers 
in mills, are tending to reproduce western labour condi- 
tions in India and the economic conflict has already been 
initiated. The numerous strikes of recent occurrence are 
an index of the economic change which cannot be- 
mistaken. 

50. Foreign and Indigenous Capital.— We have 
already pointed out that most of the large industries in 
India, particularly the manufacturing, mining, engineering 
and planting industries, are financed by foreign capital. 
For the construction of such public works as railways and 
canals, the State has adopted the policy of attracting 
British capital. The country has surely benefited by this 
policy inasmuch as those productive works could not 
have been otherwise carried out. London is the largest 

1 The Famine Commission of 1880 observed : — ‘‘However just may 
be the terms of abhorrence applied to the “Marwari” or foreign usurer, 
it must be remembered that he is the pioduct of a diseased condition of 
the community. The like condemnation must not be extended to the 
Village banker of the better chiss, with whose useful services the rural 
communities of India have at no time been able to dispense.’* 
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source of capital for British colonies and foreign countries^ 
and England had on an average, before the 'war, about 
Rs. 300 crores to lend every yean 

Capital has become cosmopolitan and was cheap in 
western countries before the war. The railways in the 
colonies and countries like China and Turkey, have been 
constructed with the help of English and French capital. 
Dissatisfaction is often expressed in England that so 
much capital goes out of the country every year to 
fertilise foreign countries and that indigenous industries 
have to starve. It is obvious that on account of the wastage 
of the disastrous war, for several years to come capital 
will be scarce and dear in the world and India will be 
thrown upon her own resources. In one way this will not 
be an undesirable effect as saving will thereby be stimulat- 
ed and larger amounts of indigenous capital will be 
available for our trade and industries. 

The benefits which the importation of foreign capital 
has conferred upon the Indian people, is duly recognized, 
and any opposition to the employment of foreign capital 
as such will be unreasonable. Capital, like labour, must 
be paid its price, and if a country does not possess capital 
of its own, it must import it The objection, however, is 
raised, as has been well said, not against foreign capital 
but against the foreign capitalist. ’ 


1 Besides the disadvantage of the employment of foreign capital 
that its profits go out o f the country, there is another, viz. that foreign 
capitalists show a strong tendency to oppose measures of political and 
other reforms which, in their opinion, are calculated to threaten the 
security of their investments but which, in reality, are necessary for 
Ihe economic development of the country. The cry of * capital in 
danger’ is as frequently heard as the cry * religion in danger ’ when 
•questions of reform are mooted. 
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Mr. Dutt- characterises the employment by the State of 
•foreign capital for Its railways as an instance of ^ the right 
nse of foreign capital;* and equally right wull be its use 
if only interest had to be paid on it and it were employed by 
Indians who would derive all the profit out of its employ- 
ment. He, therefore, maintains that “ when we turn to the 
petroleum industry in Burma, the gold mines of Mysore, 
the coal mines of Bengal, the tea and jute industries, the 
carrying trade by sea and the financing of oar vast foreign 
trade by foreign banks, we come upon another and a less 
favourable aspect of the question of the investment of 
foreign capital. It is impossible to estimate accurately 
the amount of wealth that goes out of the country in this 
manner, though an approximate idea can be had of it 
from the excess of our exports over our imports after 
omitting Government transactions.” 

31* (Capital and Banks. — The subject of banking 
and credit will be separately dealt with in a subsequent 
Chapter. We have to refer here to the facilities that at 
present exist and that must be provided in order to make 
industries more productive and to assist the starting of 
new industries. During recent years, banking has made 
considerable progress in India in spite of the failure of 
several indigenous banks in 1913. The big concerns of the 
western type viz. the Presidency Banks, Exchange Banks 


1. ** The great mistake to be guarded against is that, because 

certain capital used in India is foreign, it must, therefore, do harm to 
the country. It has, of course, to be considered that we ought not to 
pay too high a piice for it.” — R. G. Dutt ; Calcutta Industrial Confer- 
ence, 1906. 

Mr. Dutt quotes Mr. (now Sir Thomas) Holland in support of this 
^iew. Speaking of our successful exploitation of the petroleum fields of 
Burma the latter observed in a paper read before the Industrial Conference 
inl905:-‘*The one regrettable feature is the fact that the capital required 
to drill the deep wells has been raised in Euroi)e, and the profits conse- 
quently have left the coantry. In the petroleum industry as in so many 
other enterprises of the kind, India will continue to pay such an unneces- 
sary and undesirable tax as long as those in the country who possess 
^noney will not risk their reserve fund m industrial purposes.’’ 
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and Indian Joint Stock Banks are almost exclusively- 
concerned with the financing of trade. All of them receive 
deposits, make loans and deal in bills of exchange, the 
second class of banks buying and selling foreign exchange, 
besides. The total deposits of the three Presidency Banks, 
the Exchange Banks and the principal joint stock banks 
now exceed 160 crores, the amount in the case of the last 
alone being 43 crores. Compared with western countries? 
India is very backward in banking and therefore in indus- 
trial development. 

There are, besides, Indian shroffs and bankers who 
likewise finance internal trade- The savings of the people 
are, however, deposited with the above named banks and 
with Postal Savings Banks, the deposits in the latter 
amounting, in 1918-19, to Rs. 19 crores. Co-operative 
. credit banks come last with only Rs. 13 crores as 
deposits. The banking habit is certainly growing upon 
the people, and the war loans and cash certificates have 
provided a very useful practical lesson of the advantages 
of investing even small savings. More banks and invest- 
ing facilities are, however, needed and the banks must 
be scattered all over the oquntry, collecting small amounts 
and lending, them for productive purposes. The ban^s do 

not reach the small cultivator, craftsman and trader and 

if co-operative banks are excepted, it may be stated, that 
the rural and urban sowkars are the source from which 
loans are obtained. These money-lenders charge exorbi- 
tant rates of interest, anything between 10 and 100 p. c., 
and it is not a wonder if the debtors are ruined instead of 
benefiMng by the loans of capital. The Tata Industrial 
Bank is a step in the right direction and will supply capital 
to new industries. Many such banks, in-dependent or 
btate-aided are required for the financing of industrial 
ventures. 

As we have observed above, the greatest need of the 
hour in India is that of banking facilities in all parts of 
the country and of industrial as well as financial capital 
which will be easily available even to classes of small 
producers. The assistance rendered by the Presidency 
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Banks is absolutely inadequate, and more banks must be 
started and scattered all owr tbe country. These may 
not, however, be able to give credit for long periods as is 
required for industries, and special industrial banks will • 
have to be established with State assistance. There is so - 
much State money lying in the Reserves of the Govern- 
ment, and it may be made available for the encouragement 
of indigenous industries. Crores of rupees belonging to 
the Paper Currency and the Gold Standard Reserves are ■ 
lent in England; they may be kept in India and placed at 
the disposal of enterprising men in this country, of course 
with the necessary safeguards. This supremely important 
object can be attained by the institution of a State Bank 
and the establishment of industrial banks. 

There can be no doubt about the fact that the existing 
financial machinery under which village and townsowkars 
and shroffs, joint stock banks. Presidency Banks and 
Exchange- Banks, together with the co-operative credit, 
societies and the Government, which gives loans to 
agriculturists for improvements, supply capital to Indian 
trade and industry, is unequal to the requirements of the 
economic progress of the country. 

The Industrial Commission gave its best attention to 
the problem of finance of indigenous industries and its 
report contains several valuable sug|estions regarding the 
help which the State can and ought to render in this con- 
nection. It has considered the lines on which industrial 
banks should be conducted and the terms on which Go- 
vernment should assist industrialists with the capital 
they need. This is a question which the State in India 
must seriously tackle if it is to play any important part 
in the promotion of the economic development of the 
country. Government’s policy of giving agricultural loans 
and advances to cultivators under the Land Improvement 
Loans Act of 1883 and the Agriculturists’ Loan Act of 
1884 has not proved a success and salvation has had to be 
sought in the co-operative movement. 

This illustration, shows how deficient is the supply of 
agricultural capita!, and what is true of agriculture is also 
15 
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true of other indigenous industries, large and small, parti- 
cularly small. The small savings df the people, it need 
not be repeated, will have to be collected in banks scattered 
throughout the country apd must be supplemented with 
State money. In France, for instance, the State assists 
agricultural and other associations with capital in this 
way. Of course, a sound system will have to be devised 
under which the object in view will be attained with safety 
to the tax-payer and consistently with the healthy pro- 
gress of indigenous industries and banking. Co-operative 
credit societies are playing an important role in connec- 
tion with the capital needs of the agricultural population 
and the numbef of the members of these institutions and 
the amount of working capital dealt with by them are 
steadily increasing. The possibilities of development in 
this direction are immense and Indian agriculture is bound 
to show greater improvement with expanding facilities of 
credit and capital. 

1 “ The former enactment authoiises the grant of loans by local 
officers, subject to rules laid down by the local Governments for the 
purpose of malting any improvement, an improvement being defined as 
any work that adds to the letting value of the land. Wells take the 
hist place among such works. Loans are repayable by instalments and 
recoverable generally as if they were arrears of land revenue. The 
Agriculturists^ Loans Act makes similar provisions for advances for 
other purposes, not specified in the Land Improvement Loans Act but 
connected with agricultural objects, including the relief of distress, the 
purchase of seed and cattle. The rate of interest on Government ad- 
vances is per cent, (one anna in the rupee) or less, as compared with 
12 to 24 per cent, or more exacted by the village money lender ; but 
advances are made only for specific proposes, they entail more formali- 
ties than the village loan, and the repayment is enforced with greater 
rigidity, so that in the past Government loans, though large in the ag- 
gregate have not had any great influence on the agricultural credit of 
the country.” — Moral and Material Progress Peport, 1911. 
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52« Industrial Evolution Economists trace the 
development of the organization of the production of 
wealth through its different stages from the self-sufficing 
form of individual or family wealth creation to the factory 
regime of modern times. Production upon a large scale, 
with the assistance of armies of operatives • and of vast 
quantities of capital for an extensive market, is the most 
striking characteristic of the present day. -The use of 
machinery, the easy and plentiful supply of capital 
and improvements in the means of communication, have 
produced remaikable social and economic effects. Tne 
cultivator no longer produces for his own family or his 
own village but supplies, though unconsciously, tne 
most distant markets with the produce of his held- 
The artisan is no longer an autonomous worker plying 
his tools at home and the owner of the commodities 
he turns out. The craftsmen, as independent workers, 
have been displaced by employers of masses of labour and 
machinery and they have been reduced to the condition of 
people working for a wage in factories owned by h^^ge 



116 


INDIAK ECONOMICS, 


companies or by wealthy individuals, The old locaf 
and national markets have become extensive and inter- 
national, and a minute division of labour and concent- 
ration in production, have been the result 

When life is very simple, a family is self-sufficient,, 
producing every thing it needs, except perhaps a few 
articles which cannot be locally obtained. The use of 
machinery is both a cause and an effect of a minute divi- 
sion of an industry into different operations. Specializa- 
tion is to be found not only in connection with separate 
crafts but also with distinct branches of the same craft. 
This industrial evolution may be marked in the economic 
history of every community, and India is no exception to 
the general rule. The ‘capitalist’ or ‘factory’ system 
has not, however, entirely superceded the domestic or craft 
systems even in western countries, and this phenomenon 
is more remarkable in India than elsewhere. ^ Here large 
industries and large, farming are exceptions and the in*- 
dustriai organization of the old type still persists despite* 
the encroachment of modern methodes of production and 
transport. 

Almost all the old indigenous industries are small 
and are carried on in the homes of the autonomous workers. 
The spinner, the weaver, the potter, the oilpresser, the lea- 
ther worker, the shoe-maker are all producers of this type. 
*They own the simple tools of their trades, but have very of- 
ten to depend upon the neighbouring money-lender for the 
supply of capital in the form of raw materials and food 
&c. Very rarely craftsmen may* combine and carry on 
the business on the partnership principle. Partnership 
has been well-known in India from very old times and is 

1 Even now-a-days, although the factory is the chax’acteristic 
mode of industry, all the other forms are still to be found. We see 
traces of domestic industry in the peasants’ houses where the wife 
bakes the bread and spins the flax for the household linen ; and in some 
of the provincial towns where jam-ma&ing, ham-curing and washing are 
done at home and have not yet become industries. In all towns a large 
number of artisans may still be found plying diverse trades and workin^^' 
for their customers as in the Middle Ages. And there are still mann 
factories which employ only hand labour.” — Gide : Political Economy. 
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,gene?ally practised in trades wMoh cannot be well manag- 
ed by a single worker, though assisted by the members 
of his family- We have references to trade and industries 
conducted by partners and the rules regulating such or- 
ganization in the most ancient Indian literature and the 
partnership principle seems to have been extensively 
practised.^ Autonomous producers work in their own 
homes and turn out goods which command ready sale in 
the local or the neighbouring market. Some special pro- 
ducts of well-known centres e. g. Benares silks, are .in 
demand in distant parts of the country. The craftsmen 
will also work to the order of local customers, but this 
demand is not sufficient and their gooq^ are generally 
purchased by the merchants in the locality, who send 
them to different markets. ^ 

53. The Situation .—Craftsmen working in their 
own homes may not often be autonomous producers. The 
merchant, who is also the money lender of the village or 
town, gives out pieces of work to be done in the homes A 
the craftsmen. He supplies the raw material bur rarely 
also the tools, and takes away the finished product paying 


1 See Kauitlya’s Arthashastra and Majimndar’s Corporate Life jh 
A ncient India. 

2 ‘‘ The arts and manufactures of India are more easily separable 
into sections, corresponding with hand labour and steam power, than are 
those of’ most countries : for handicrafts in spite of the ire-tiani'.&l 
developments of the past century, are still very important to tiie Indian 
people. The carpenter, the potter, the blacksmith, the weaver, tne dyer? 
the tailor, the shoemaker and the sweetmeat-maker are 
members of most village coinmunitias. The higher crafts — those oi 
artistic workers in wood , clay, stone, metals, and textiles — are cardej 
on in special localities; and in direct relationship to physical and adminib- 
trative conditions. When, for instance, hand labour industries 
practised on a large scale they tend to become centralized in important 
towns. Steam-power manufactures are not in any way indigene', a 
industries, but have been originated, and are controlled, by the supply 
of raw material and fuel, by the facilities of transport and by the 
degree of association with European enterprise.” — Decennial Leport on 
Moral and Material Progress, 1913. 
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tiie worker only a small wage. The worker is thereby relie-- 
ved of all responsibility and escapes the-troublo involved in. 
finding capital and disposing of the finished product. But 
he is, at the same time, reduced to the position of a drudge® 
and the sense of ownership and independence is entirely 
lost. The capitalist may also set up a factory in his own 
house and require the craftsmen to work there- He sup- 
plies the tools and the raw material and the workers are 
mere wage-earners. They share neither the responsibility 
nor the profits of the trade- 

* An employer who finds that there is a good and stea4y 
demand for a certain kind of commodities in a locality, 
will organize an industry in this way in a town, on ac- 
count of its market or transport facilities or artisans 
may be attracted to such an industrial centre by tempting 
prospects. Rajas and noblemen used to invite craftsmen 
to their towns and to give them special facilities to settles 
and ply their trades. The immigration of artisans led to 
the prosperity of the town as well as their own, and the 
localization of certain industries in the cities of old, in 
the times of Mahomedan and Maratha rule, may be traced 
to this cause. ^ 

The handloom weaving industry in India is a typical 
one, and the problem before the country in recent times 
has been how to enable it. to stand the competition of* 


1 The silk and embroidery industry of Poona was entirely do© 
to the encouragement given to the foreign settlers from Burhanpur, 
Faithan and other towns to come and live under the Peishwa's protec- 
tion on house sites which were granted free to them. Individual 
merchants were encouraged in large towns to open shops with the help 
of Government advances.” — Eanade ; Introduction to the Feishwaa*^ 
Diaries. 
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poweHooms* It is believed that the production of cloth 
in the Indian mills has not yet been able to overtake the 
quantity turned out by hand-looms and that if the weav- 
ers are supplied with improved appliances and capital 
and if the industry is better organized, it has yet a good 
future before it. Attempts have been made to devise a 
suitable improved loom that may be used by the weavers 
with greater advantage, and weaving classes and factories 
have also been tried. It is, however, difficult to say 
whether these endeavours have met with any appreciable 
success. The small indigenous industries persist because 
they satisfy a special demand of local consumers, which 
can not be met by the products of factories, foreign 
or Indian, or cheap factory-made articles do not reach the 
interior parts of the country. 

54. Large-scale Production: — Concentration of 
capital and production of wealth with the help of machi- 
nery, render large economies possible and are calculated 
to yield high returns. A number of producers may thus 
combine together and the advantages of this kind of co^ 
operation are obvious, Though co-operative production 
prevails to a certain extent in various countries, owing to 
peculiar causes, it has not made any notable progress. 
Weavers’ and other co-operative societies which already 
exist in India, show what may be attempted in that 
direction in the case of other crafts- In India, we 
have numerous associations for credit but there are 
very few societies for production, and in agriculture 
where the co-operative movement is spreading statia- 
factorily, this form of association finds little favour. Two 
or three farmers often take land on lease and work 
it in combination, but this is exceptional. The de- 
velopment of the factory system in this country has 
been sjmchronou^ with the growing application of the 
joint stock principle to industry. Under the factory 
system, which is the predominant characteristic of modern 
times, the small autonomous producer has no place and the 
economic evolution now going forward in India is a 
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transition from the domestic and small to the organized 
and large-scale industry. ^ 

The joint stock principle of assoication presents certain 
advantages:^ under it large enterprises requiring large 
quantities of capital can be easily undertaken and persons 
of small means find in it an attractive method of invest- 
ment on account of the liability for losses being restricted 
to the value of the shares held* The partnership method 
of organization is common enough in India and co-opera- 
tive production is yet to develop. The needs of production 
on a large scale, however, require the combination of 


1 “ The capitalist employer not only provides the raw material and 
disposes of the finished product, but also controls the intermediate 
process. The machinery is so costly as to be beyond the reach of the 
workman \ and since the machines are the property of the employer the 
building in which produetion is carried on, must also belong to him and 
is called the factory. The labouier is not his own master as in the 
hand(craft system ; he no longer owns the tools and the workshop as in 
the domestic system ; ail that he does is to provide the human labour 
force which is applied through machines and in work-places owned by 
the capitalist employers. The stupendous increase of production which 
Is thus rendered possible reacts upon the labourer both as producer and 
as consumer. Population increases enormously, and there is a continual 
drift from the country to the city. Industrial society receives its 
modern shape, and the social income is divided into the rent of the 
land-owner, the wages of the labourer, the interest of the capitalist and 
ihe profits of the entrepreneur.” — Seligman. 

2 The company form makes possible the raising of capital for 
the very biggest enterprise. It enables the holder of small savings, 
who does not wish to use them in business himself, and who is not in 
dose enough touch with business to entrust them to any private firm, to 
invest his savinp remuneratively. It is equally useful to the holder 
of big savings, since it enables him to distribute his capital among 
many enterprises (and countries'), and so* avoid the risk of carrying all 
his eggs in one basket. Since shares in joint stock companies are 
usually saleable the investor can realize bis property in a business 
without breaking the firm up •, if he were a partner in a private firm 
and wished |o withdraw his capital, either he must find some other 
capitalist to take his place in the business by buying bis share, or he 
must risk breaking up the firm, since it mighty be unable to continue 
without his capital. The joint stock company provides another opening 
for men with organizing ability but with no capital .”—Henry Clay, 



JOINT STOCK PBINCIPLE, 


121 


tjapital contributed by several who have savings to spare 
and men of enterprise and organizing capacity who can 
utilize the capital and labour of others for wealth-creation 
in big factories. 

55. Joint stock Principle— It is these advant- 
ages which have led to the rapid development of com- 
panies formed on the joint stock principle in western 
countries and that example is being followed in India. 
Most of the European industrial and commercial enter- 
prises in this country are joint stock concerns. Railways, 
mills, engineering firms, factories, mines, tea gardens, 
hanks, commercial organizations and other concerns are 
joint stock companies. And almost all* new industries 
started by Indians take this shape, old individual concerns, 
when the need of expansion arises, being converted into 
joint stock companies; There is a limit to the capital 
advanced by a person or a small group of persons and in 
order to extend the scope of an industry it becomes neces- 
sary to invite more people to join and to hand over the 
concern to a joint stock company. 

The total number of companies limited by shares 
which have been incorporated in India upto 1917-18 under 
the laws relating to the registration of companies, amounts 
to 7,593. Of these, 2,668 companies were working at the end 
of 1917-18, most of the remainder having been either 
wound up, or otherwise discontinued or never having com- 
menced business, so that about 65 per cent, of the com- 
panies registered have ceased working. Some companies 
have also been taken off the Indian register to be recon- 
structed as companies under the English law with their 
head offices in London, while after the outbreak of war, 
some companies incorporated in the U. K. were taken off 
the English register and reconstructed as companies under 
the Indian Act. All the companies registered in India 
have a rupee capital with the exception of tht Hongkong 
Shanghai Banking Corporation which was registered in 
Calcutta in 1869 with a capital in Hongkong dollars of 
which the rupee equivalent is stated. The number of com- 

16 
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Danies at work and the capital invested in them stood as fol- 
Jows at the end of each of the three years ending 1917-18:- 

i9i5-i6. i9i6-i7. I9i7-i8. 

Number ol companies 2,476 2,5 1 3 2,668 

Authorised capital Rs. (i,ooo) i,84,20,9o 2 , 00 , o4, 22 2,34,18,84 

Paid-up capital Rs. ( 1 , 000 ) 85,02,45 9o,89,56 99,09,72 

The number of companies registered in Bengal is over 
two-fifths of the entire number registered throughout India, 
but the average paid-up capital per company is highest in 
Bombay, and in this respect Burma occupies the second 
place, while Bengal the third, the figures for the average 
being respectively Rs. 6,04,000, Rs. 5,06,000 andRs. 3,65,000. 
About three-eights (Rs. 35,31,43,000) of the aggregate paid- 
up capital is invested in mills and presses, chiefly for work- 
ing and pressing cotton, jute, wool and silk. A great num- 
ber of mills and presses are registered in Bombay, that Pre- 
sidency representing 44 per cent, of this sura (15,63,54,000)^ 
most of it being invested in cotton mills and presses 
Farther information on this point may be obtained from 
the following statement showing the distribution of the 


aggregate capital in the principal classes of joint stock 
enterprise at the end of 1917-18 : — 


Class of Companies. 

Number. 

Paid up Capital. 

Banking and loan 

485 

Rs. (1,000) 
io,i9,4o 
5,59 
3,44,45 
I3,i8,64 
i5,i3,o8 
i7,o7,86>' 

Insurance 

I2I 

Navigation 

Railways and u amways 

Other trading companies 

23 

56 

8o5 

Cotton mills 

192 

Jute mills 

45 

30,31,66 

Mills for wool, silk, &c. . . . ! 

16 

2, 3$, 62* 

Cotton and jUte sciews and presses 

129 

2,66,6 1 

Rice mills 

' 24 

80 oSt 

Flower mills ... ...i 

28 

75,30 

0 ther mills and pi esses ... , . . j 

44 

i,3x,6i 

Tea planting ... 

286 

5,42,39 

Other planting companies .. 

39 

63,23 

Coalmining 

16S 

6,7S,7t 

Gold raining 

8 

24,81 

Other mining and quarrying 

61 

5,40,92" 

Land and Builftng 

43 

3,35,o7 

Sugar manufacture 

18 

88,55 

Othei companies 

74 

60,34 

Total 

2,668 

99,09,72, 
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Statistics have been collected regarding companies 
which are incorporated outside India chiefly with sterling' 
capital, but which carry on work in India. The total 
number of such companies towards the close of 1917 is as- 
certained to have been 607 whose paid up capital amounted 
to £ 4177 million besides about £ 127 million issued as 
debentures. Of this, Railways were responsible for about 
£ 69| million of paid up capital and an equal amount of 
the debentures. Of course, in the case of most of the bank- 
ing and insurance companies and navigation and trading 
companies, only a portion of the capital is invested in 
India. 

56« Industrial Enterprise— T ha Recent tendency 
in India, it will have been noticed, is for the cottage and 
small industries to be replaced by large concerns carried 
on mostly on the joint stock principle and with large 
quantities of capital. But the bulk of the concerns have 
owed their origin and success to European enterprise and 
managing capacity. ^ British industrialists had a big start 
in this field. They came armed with the neoessery capital 
and experience and received every encouragement. Except 
in the case of the cotton mills, Indians simply looked on 
with astonishment while foreign economic enterprise stead- 
ily expanded and occupied the field of the planting, mining,, 

1 ** The great majority of the larger concerna are financed by 
European capital, and in such cases the management or direction is 
generally European, and the Indians shown under this head are engaged 
for the most pait on supervision and clerical work. ..In Assam, where 
549 tea gardens are owned by Europeans and 60 by Indians, there are 
536 European and 73 Indian managers. In the cofEeo plantations of 
Madras and Mysore the same principle is apparent. The jute mills of 
Bengal arc financed by European capital and the managers are all 
Europeans ; while in Bombay, where Indians own 110 of the cotton 
spinning and weaving mills and share 25 with Europeans and the latter 
own exclusively only ll, all but 43 of the managers are Indians. 
Sometimes the proportion of Europeans employed in supervision &c. 
varies with the character of the work. In the gold mme|, where the 
planning and control of the deep underground workings require a high 
degree of skill, Europeans outnumber Indians in the ratio of nealy 4 to- 
I, whereas in the colierics Indians are twelve times as numerous a© 
Euiopeans.”— Census Report. 
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textile and engineering industries. When the results of 
scientific research and manufacturing development in Eng- 
land, “began to reach India in the shape of machine made 
imports, the movement had passed beyond the stage where 
imitation might have been easy and when the gradual 
evolution which had taken place in England could be^ 
readily imitated in India “ ^ The policy of Government 
was dominated by the doctrine of laissez faire^ Indians had 
no opportunities of gaining experience and no effort was 
made to impart technical and industrial education. Trained 
supervisors were imported form England to look after the 
Indian workers in factories started and managed by 
Europeans. 

There is need in India not only of skilled artisans, 
trained mechanics and capable foremen, but of enterprising 
organizers and managers. They will often rise and must 
be given opportunities to rise from the lower ranks, but 
general education and special training designed to turn 
out such persons, will also be necessary. 

57. Organizing ©apacity.— An industry or trade 
stared by an enterprising man is bequeathed by him to his 
sons who will carry it on on the lines laid down- Several 
concerns are found in India, thus going on from generation 
to generation in the same families- Customary methods are 
adhered to and a business will go on successfully for an 
ID definite period of time unless it is ruined by utter incapa- 
city or fraud of the managers. ^ The children and the rela- 
tives of a successful business man find easy opportunities 
of mounting the higher rungs of the industrial ladder- 
which are denied to less favoured people who are the 
majority. 


1 Indian Industrial Commission’s Report. 

2 ** The son of a man already established in business starts with so 
many advantages that we might expect business men even to constitute 
a sort of caste, dividing out among their sons the chief posts of 
command, and founding hereditary dynasties, which ruled certain 
branches of trade for many gonerations together. But it is not so.”-- * 
Marshall : Economics of Industry. 
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In western countries where modern industrialism has 
an undisputed sway, accumulation of wealth in a few hands 
has given rise to a class division often as rigid as that o£ 
the Indian caste. The working and other classes rarely 
get opportunities to rise in the economic and social scale^ 
and capital, {though it is becoming democratised, is still the 
exclusive possession of the few, because to be employed in 
industry, it requires certain facilities which are not easily 
available. 

In India, trades and in dustries have thus become almost 
hereditary in families and are distributed among castes 
and communities. The Parse es, the Marwaris, the Banias 
and the Khojas, who occupy a prominent position in the 
industrial and commercial life of Bombay, illustriite the 
truth of this remark. The majority of mill-owners, it is 
said, do not prefer to send their sons or relatives to technical 
colleges as they do not like to work [with ordinary la- 
bourers and it is the general impression that nearly all the 
students in the technical colleges are the Ksons of people of 
very moderate means and that very few of them, if any, 
appear to belong to families of wealthy manufacturers, 
whose sons should be training themselves to be officers in 
the industrial army.^ 

What happens in the case of the sons^ of a wealthy 
business man is that living in an atmosphere which is not 
favourable to the growth of the habits of initiative and 
patient and unceasing labour they care more for social 


1 ‘‘ How aie our Indian capitalists educating their boys ? Wealth 
is a stewardship, and the accumulation of great fortunes in individual 
hands can only be excused on the ground of important services rendered 
10 the country by those holding them.” — Report of Eighth Industiial 
Conference, page 414. 

2 At all events if they were born after he hecarae rich, and in 
any case bis grandchildren, are perhaps left a good deal to the care of 
domestic sejvants who are not of the same strong fibre as the parents 
\>y whose influence he was educated. And while his highest ambition 
v/as probably success in business, they aie likely to be at least equally 
nnxiouB for social distinc^i'^n.” — Marshall- 
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honours and easy living. The business machine goes on 
working by the initial force which set it in motion and 
may be handed over to others possessed of the necessary 
energy. 

Business capacity and enterprise are not certainly here- 
ditary^ and the system of caste cannot ensure transmission 
of these qualities. The evironments in which people live, 
have great influence upon their careers and a few men of 
genius exhibit capacity to bend them to their advantage 
and to conquer difficulties with ‘perseverance. ^The middle 
class from which educated men pining the professions and 
Government seryice are drawn, find it difficult the get 
admission to business ranks. Economic pressure is, how- 
ever, bound to loosen the class and caste fetters which im- 
pede progress, and these social divisons are already showing 
a noteworthy adaptability of which they were supposed to 
be incapable. 

While, therefore, the extended provision of technical 
education for the creation of a class of trained operatives 
is necessary, and it is recognized that it is by dint of 
character and of perseverance that men must and do rise 
to higher rungs of the industrial ladder, it is believed 
that the ‘most important factors in the increased produc- 
tion of national wealth would, in the case of India at 
least at present, be the leaders, managers, directors and 
supervisors of industries. It is the skill, capacity, and 
training of generals and captains which determine victories 
more than the bravery and steadiness of the rank and file 
of the army*’ In America and other countries highly 
educated University men enter business and are found to 
turn out eminently successful. In Germany special pro- 
vision is made for the training of organizers and managers 
of industries. Under a suitable system of education there 
is no reason why it should not be so ,in this country 
also, 

38. Small Industries— The displacement of the 

cottage industries and of autonomous workmen by factories 
and machinery, is going on apace in India, and the pros- 
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'pact of the patent evils of industrialism coming in tke wake 
of this modern development of large concerns, has caused 
and rightly caused, no small anxiety to thinkipg people. 
The tendency to large-scale production seems to be in- 
evitable; foreign competition and growing needs of the 
people seem to require it. But the decadence of the old 
.arts and handicrafts, the vitiation of public taste which 
imports of machine-made cheap goods have caused, the 
degradation ^f the workmen to the position of unskilled 
wage-earners and the migration of the rural population to 
overcrowded and unhealthy cities, are evils*associated with 
the factory system, and the question has been asked : ‘Is 
Europe going to make Asia an East end?* 

Advantages of the concentraction of capital and labour 
and of the use of labour-saving -machinery, are undeniable 
and India cannot refuse to evail herself of them. Apart 
from the fact that evils of industrialism may be counter- 
acted by timely measures and precautions, the people of 
this country cannot help trying to produce wealth with 
the least possible cost on the lines of progressive nations. 
But the day for the small industry is not entirely gone. 
On the contrary; certain peculiar conditions of modern 
times themselves are favourable to their continuance and 
growth. Popular taste requires certain hand-made goods, 
and thus varieties of head gear, dhoties and saries made by 
the handlqom weavers have not been displaced by modern 
factories. Proximity of the market and of the customer 
also gives the cottage industry an advantage over the 
factory, and the former is now-a-days in a position to be- 
nefit by mechanical and other improvements which are 
being made every day. The artisan in the west can now 
work in his own home with the help of cheap motive power 
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and machine tools, and the Indian craffcsman can adopt 
his methods.^ 

We have referred on a preceding page to the possibi- 
ities of water power in this country and to the success of 
the Tata Hydro-electric scheme at Lonavla. That success 
has stimulated further efforts in the same direction and' 
other schemes have been undertaken. If electrical energy 
generated by water power at different suitable centres in 
the country is transmitted over distances, many a home 
industry may be rehabilitated and placed on a^sound foot- 
ing. The hydrc'-electric schemes are calculated to serve a 
double purpose to supply electric power and irrigate 
acres of land at the same time, and it is possible to com- 
bine two different types of mutually helpful industries 
under one and the same project^ If gas and electricity 
are now providing social amenities to urban workmen,, 
there is no reason why the craftsman and the mechanic 
should not be in a position to avail themselves of their 
motive power for productive purposes. 


. 1 ** The carpenter, if he is furnished with a very cheap motive 

power which is necessary to set circular saws or other machine tools in 
motion, will be able to work in his housejas well as a great manufacturer. 
In this way he will be able to utilise his small group of machines in a 
variety of ways, until he will begin to acquire a perfect command over 
his work which he could not'have been able to attain, if he had been a 
workman in a great factory. In spite of the advantages on the side of 
the big manufacturers, the small manufacturer will be in ’a position tc 
compete with them. He will find an energetic support in the collabora- 
tion of the members of his family and in the moral element which will 
be the consequence of the work in his proper home He will form a 
number of assistants and apprentices, or in fine a complete industrial 
organization quite analogous to that of the ancient professions but 
differing from it only in the introduction of the machine. The im- 
provements of applied science can now supply him with the motive 
power at a very small cost. The modern developments of the use of 
electricity might now transmit motive power cheaply to the cottage of a 
small picducer.’^—Eeport of the Eighth Industrial Conference, Page 
122 . 

2 See Memorandum submitted to the industrial Commission by 
B. B. Joyner. 
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¥itality of ©ottage ladiistries.— For reasons 
indicated above, some industries conducted on a small scale 
by old methods, continue in India and exhibit remarkable 
vitdiity. It might have been expected that with more than 
a century’s contact with the West, the indigenous cottage 
^industries should have disappeared almost entirely from 
the field which was opened to the products of the modern 
factory, foreign and Indian. But the old industries sur- 
vive with an astonishing tenacity and it vrould be a wrong 
policy to leave them to their fate in the struggle for exis- 
tehee on the principle of the survival of the fittest as it 
would be unwise to refrain from effecting suitable im- 
provements in thena for fear of westernizing •Indian indus* 
tries. 

From the evidence tendered before it and from special 
inquiries made by it, the Industrial Commission concluded 
that the cottage industries ware a very important fea- 
ture in the industrial life of India, that they were by nc 
means so primitive as they were depicted and that there 
was no real ground for the belief that they were generally 
in a decadent condition. The number of workers engaged 
in those industries, is obviously vastly larger than those 
employed in factories of the modern type, in mines, and 
on the railways and the plantations. 

The Commission was strongly impressed with the 
urgent necessity of Government taking active steps for 
improving the position of the cottage industries by provid- 
ing suitable training for artisans, by affording nnanclal 
help and by arranging for the marketting of their products. 
The success of Japanese industries is due to the attention 
paid not only to the education and technical fciaining of 
cottage workers but to the organization of the sale of their 
products throughout the world. The Commission wants 
Government and merchants in India to follow tbes? 
raethods so as to place the indigenous cottage Industrie- 
on a more satisfactory footing.^ 

The oM and the HeiV.— Co-operation in pur- 
chase, production and sale will enable t’le arl:isans to 

1 Indiiatnal C ora ■ii.ts's ion’s iiepoit, Chapter X7I[- 

17 
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overcome difficulties presented by lack of capi*al and en- 
croachments of large-scale industry. The preservation of 
the ancient handicrafts of India is an urgent ’problem in 
which are involved the interests not only of the millions 
whose subsistence depends upon them and who cannot be 
left to the tender mercies of the forces of foreign competi- 
tion and modern industrialism, but also of Indian culture, 
Indigenous arts and the social and economic well-being of 
the masses of people. 

What is wanted is capital, organization, education 
and improved tools. Do not Jet us compete ”, the^cxhor- 
tation is addressed to us, “with Western nations by 
evolving for ourselves a factory system and a capitalist 
ownership of the means of production corresponding to 
theirs. Do not let us toil through all the wearisome 
stages of the industrial revolution— 'destruction of the 
gilds, elimination of small workshops, the factory system, 
.‘jtssez faire, physical degradation, hideousness, trusts, 
the unemployed and unemployable and what may be to 
follow. ” ^ Mr. Coomaraswami even-asks if the ‘true hope 
for Indian industry does not lie in some development of 
the caste system itself in the village and home industries 
of the past aided by such improvements as are needed e. g- 
the fly shuttle or the distribution of electric power ’ 

These remarks raise an extremely difficult problem 
relating to the evolution of industrial organization in 
India. Until a few years ago, this country was in the 
same economic condition as England or France, for in- 
stance, about the middle of the eighteenth century. ^ 

1 A. K Coom^^raswami : Indian Idealism. 

2 “ In the time of Louis XIV, when inventors were already be- 
coming somewhat niimerona, especially in England, the people of Western 
Europe for the most part contimied to till then fields, weave their doth, 
and saw and plane their boards by hand, much as tUe ancient Egyptians 
had done. Mercha ilise was still transported in slow, hinibeiing carts 
and letters were as long in parsing from London to Eome as in the reign 
of Constantine. Could a peasant, a smith, or a %veaver of the age of 
Caesar Angiistus have visited France or England eighteen hundred years 
later he would have recognized the familiar fiail, forgo, ‘and hanilloom 
of his own day. '—i.’oblnson and Beard: The Development of Modeui 
Europe, VoL II, Chapter XVIII. 
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If an Indian craftsman of the time of Asiioiia or 
Kalidasa were to visit the scenes of his activities now, le 
would indeed be astonished at the sight of the steam 
engine, the telegraph wire and the gigantic machinery 
working in a factory, but he would probably not fail to 
recognize the familiar handlooin, the wooden plough, the 
revolving water machine^ and the bullock cart of his own 
day. 

It is interesting to see certain spots in the country 
completely westernized; in several others a juxta-posi tkn 
of the Western and the Eastern, the new and the old; and 
in most parts of the interior the ancient forms in theJr 
pristine integrity. The incongruity of bulloo'£ carts labcri- 
ously threading their way through the crowded streets of 
Bombay with their small burden of a few cotton bales 
while motor lorries and electric tram cars whizzed past 
them every moment, has struck many observers; but it 
only typifies the curious evolution that is going on In the 
country. The most primitive forms of industry and 
organization may be witnessed side by side with the m ost 
up-to-date factories and machines. 

Lines of Evolution — Where modern machinery 
and motive power are not used, the industry is a home 
industry and is carried on on a small scale by autono* 
mous workmen. We have indicated above how there is 
yet a ' considerable deihand for products turned out ly 
craftsmen in the old fashion ^ W'hat is true of cotton 
weaving is equally true of several other industries. And 
in the manufacture of glass, paper, sugar, metai utensils, 

1 ‘Bhrantiraad VarS Yantram.* 

2 “ Weaving mills are at the pressrd day responsible for by fur 
the largo i part of the cotton goods used in India ; but at the census of 
1901 twenty four persons oot of eve-y thousand vere returned as cotton 
workers, apart from those employed in mills.,. ...The hand and power 
industries occupy to some extent diBlerent provinces of supply; coi-r 
petition from the latter is still small in the case of special classes of 
goods and clothes woven from the coarsest raateiials, and there are still 
inaikets ei^^iinently suited to the hand weaver "which the power loom 
producer does not successfijlly contest, because the demand is too small 
'Or too local.’* — Decennial Report on Moral and Material Progress, 274. 
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outlery, vegetable oils, leather goods, woollens, silks, 
shawls, carpets and other articles, we have, at the present 
moment, a two-fold system, the modern factory working 
side by side with the domestic industry but trying to drive 
the latter out of existence. There is little scope under the 
old organization for any extensive^division of labour and 
specialization, and the integration of industry on modem 
lines is not possible. And where new industries are start- 
ed, they are of the modern type, e. g. manufacture of soap, 
candles, glass, iron implements, matches &c. 

A geographical division of labour and localization of 
industries of a sort, has, however, always existed in India 
so far as thal; has been 'allowed by the self-sufficing 
character of provinces and districts created by distances 
and difficulties of transport. Climatic, political and social 
causes brought together certain classes of workers in siik^ 
wool, metals, and gold thread and industries connected 
with shawls, carpets, vessels &c. became localized. Dacca, 
Benares, Delhi, Amritsar, Shrinagar, Murshidabad, Ah- 
medabad, Masulipatam and Madura thus became great 
pentres of industry. Each province has a similar indus”- 
trial localization of its own. 

The steady displacement of these hand industries by 
machinery driven by power, and the substitution of 
factories in the place of the domestfo labour of autonomous 
workers, is the order of the day. Industrial development, 
therefore, means, for the time, the starting of mills and 
factories with large amounts of capital. Though, there- 
fore, the individualistic and partnership forms of produc- 
tion largely prevail in the country, the joint-stock concerns 
are tending to multiply. But wherever it is possible, the 
small industries must be preserved and improved, -and 
special effort will be needed if industrial evolution is to be 
properly directed into suitable channels. The following 
statistics^ in this connection will be found instructive r-"- 
Indiistrial Census:— 1912-13. 

No. of Factories ... 7,113 

No. of Persons emp^ryod — 

I SUtistical Abstract fot biUi^a Irdia, Vd L 
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(i) Direction, supervision and clerical. 


European 

Indian 

(ii) Workmen. 
Skilled 
Unskilled 


9,437 
.. 60,794 

... 5,54,778 
... 14,80,815 


Total 21,05,834 

Factories and other Large Industries. 

1917-18. 

ITo. of No. of 
Factories^ Operatives, 
fa) Owned by Government, 

Local Bodies and State 

Darbars 177 i;L&rM 

ib) Owned and worked by 
companies or indivi- 
duals. — 

(1) Worked by ir.ecbani- 


cal power 

3,933 

10,47,290 

(2) Nor worked by me- 



chanical power 

758 

72,36.4 


4,868 

12,38,228 

Factories coming under the Factories Act. 

1917-18, 



No. of Factories . . 

. . 

3,2<ij 

Operatives employed. 


Adult Males 

... 

8,57,221 

„ Females 

... 

1,58,644 

Male Children 

... 

49,882 

Female 



10,454 

Average Daily Namber 

AA. A.* 

10,76,201 
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Important Paetones. 
1917. 


Cotton gins and 

presses ... 

1,770 

Bice mills 

... ... ... 

563 

Cotton mills 

•*« ... ... 

277 

Oil mills 

... ... 

135 

Jute presses.,. 

... «•« 

118 

Saw mills ... 


127 

Bail way workshops 

65 

Jute mills ... 

... ... ... 

74 

Iron and brass foundries 

49 

Blnur ... 

... 

48 

Cotton Mills. 



Authorised Persons 



ciipita! employed Looms Spindloi 


No. (i.ikbs) (1,000). 

(1,000) (1,000) 

AvmivM' (r/70-*HOto 18bi-84 . 

. 53 657 6 .51 

U5 1,610*6 

„ !8B9-90t,o 1898-94 

'27 11617 116*1 

25*3 3,263*8 

,, 1894-95 to 1898-99 . 

. 156 i419*5 150 0 

36*6 4,046*1 

„ 1904-05 to I908-»^»9 . 

.218 1878*7 216 4 

,60*8 5,649*1 

U)09-I0to 1913-14 . 

. 257 2243*3 243*8 

88 1 6,406*4 

1910-U 

. 254 2236*5 230*8 

84.6 6,346*7 

1913-14 ^ 

, 264 2245 7 260 8 

06.7 6,620*6 

1917-18 

. 269 2466*3 284*0 

114*8 6,614*3> 

Production of yarn in mills in British India. 


Total Production 

Exports 


{ lbs, )' 

( lbs. ) 

Average 1906-07 to 1910-11..; 808.936,375 

228,318,890 

19(1-12 

590,841,667 

161,129,121 

1913-14 

844,852,677 

206,740,417 

1917-18 

626,800.510 

130,223,130 

Production of Woven goods. 




( lbs. ) 

Average 1906-07 to 1910- 

■11 

194,131,234 

1931-12 

• * t ^ ^ 

252, 126, 207’ 

1913-14 

* • •« 

256.406,002 

(9J7-18 

' *• 

359,178,2M 
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Jute- Mills. 



Authorised 

Persons 

No. 

capital. lakhs 

Em- Looms Spindles. 


of Bs. (1,000) 

ployed. 1,000 1,000 

1909-10 to 1913-14 60 

1200* 

208-4 38'5 69-5-8 

1914-15 70 

1289-3 

238-2 233-3 795-5 

1917-18 76 

1428*5 

266 40-6 834 

Exports of Jute Manufactures. 


Gunny bags 

Gunny clothe Value in 


number in 
millions 

million yards lakhs 

1904-05 to 1908-09 

257'8 

698 14,42 7 

1909-10 to 1913-14 

339-1 

97'0 20,24 8 

1915-16 

784-1 

l,19-2-.3 37,97'8 

1917-18 

758-4 

1,196-S 42,84'3 

Paper Mills. 
1917. 



Estimated aiitlioiised Vaiu-=i of 

No. 

capita} oiitpat 

10 

Paper Produced in 

52'5 lakhs. 188 iakhs. 

Indian Mills. 


Imported 

Bs. 


Rs. 

1910 = 81,52,000 


... 1,10,06,000 

1912 = 77,06,000 


... 1,35,83,030 

1913 = 80,37,000 

* • . 

... 1,-59,00,000 

1914 = 82,12,000 


... 1,42,00,000 

1936 = 1,24,85,000 ... 

... 

... 2,28,00 000 

1917 = 1,87,86,000 ... 

• * ■ 

... 2,03,00,000 

Woollen Mills. 


Goods Produced. 


Imported. 

Rs. . 


Rs. 

1910 = 47,20,000 


... 2,92,97,000 

1912 = 53,88,000 


... 3,84,42,000 

1913 = 61,66,000 

« # • 

... 3,84,12,000 

1914 = 80,09,000 


... 3,15,35,000 

1916 = 1,66,59,000 ... 


...* 1,64,54,000 

1917 = 2,01,10,000 ... 

... > 

... 2,-28,00,000 
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Production of Tea. 


1895 


Ibe. ( MillioDB. ) 
143 

1900 

• • A 

197 

1905 


222 

1910 


263 

1915 

* • • 

372 

1917 

« «• 

372 

1918 


381 (estimated. 

Production of Coal, Iron Ore and Petroleum 

Coal 

Iron 

Petroleum 

(Ihonsand 

(Thousand 

(Millions of 

tons.) 

tons .) 

gallons). 


1895 

1900 

1905 

1910 

1916 

1918 


3.54 0 47 13 

6,119 63 38 

8,418 103 145 

12,047 55 215 

17,104 .390 287 

20,702 492 387 


62 . (Saste s— The caste organization plays a verv 
important part in the social life of the people. The social 
and the economic functions of caste are inextricably 
bound together so that the regulation of industry is as 
much Its duty as the supervision of the conduct of members. 
But the economic aspect of caste has always tended to be 
distinguished from the purely social- aspect, and the former 
came to be identified more and more with the gild. In the 
absence of the gild, however, the caste organization do- 
minates the whole life of the trader and the artisan. The 
panchayat of each caste controls the dealings of members 
with one another in certain defined particulars and dis- 
cusses and decides various social and domestic questions 
and inflicts punishments upon offenders. Rules of the 
caste with regard to personal conduct are made binding 
upon individual members, and penalties are laid down for 
breaches of regulations. The panchayats sometimes also 
seek to regu-late the industrial methods pertaining to the 
occupations of the castes, and offences against the com- 
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munity tending to lower its corporate character are duly 
-considered.’ 

So far as the organization of production is concerned, 
the members of a caste have rigidly to follow the lines 
laid down by the leaders of the community for their 
guidance. The caste was not, of course, a joint stock 
company and did not produce wealth in a corporate 
capacity or in its character as a community. Under it as 
under this system of craft gilds in Europe, the craftsmen 
were autonomous -workers, with journeynun and appren- 
tices. But it had rules and established customs with re- 
gard to the details of the trade its members pursued, in 
matters of the raw material, wages, prices, quality of 
manufactures etc. and they were quietly submitted to be- 
cause their infringement meant excommunication. The 
organization of caste had its obvious serious drawbacks 
as well as its advantages.^ 

The same causes that wrought the disorganization and 
decay of the craft guilds in England are in operation in 

1 The Sunarg of Hushangabad have a gild panchayat on the night 
befoie the Dashara, when they hold a feast, and are said to take an 
oath that none of them on pain of outcasting will disclose the amount 
of the alloy, which a fellow craftsman has mixed with the precious 
metals. The Koshtis of Cbanda in 1907 proscribed a certain cloth and 
yarn seller of the city who had offended some of their number and 
resolved to outcaste any Kosbti who dealt with him.” — Census Report. 

2 “ There is, therefore, a plasticity as well as rigidity in caste. Its 
plasticity has enabled caste to adapt itself to widely sepaiatad stages of 
social progress, and to incorporate the various ethnical elements which 
make the Indian people. Us '•igidity has given strength and permanence 
to the corporate body thus formed. Hinduism is internally loosely 
coherent but it has great power of resistance to external pressure. Each 
caste is to some extent a trade guild, a mutual assurance 'society^ and a 
religious sect. As a trade union it insists on the proper training of the 
youth of its craft, regulates the wages of its members, deals with trade 
delinquents, supplies courts of arbitration, and promotes good fellow- 
ship by social gatherings. The fabrics o£ mediaeval India and the chief 
local industries of our own day, were developed under the supervision 
.of caste or trade guilds of this sort. Such guilds may still be found in 
many parts of India but not always with the same comfilete develop-* 
ment.” — W. W. Hunter : Indian Empire. 

18 
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India to-da7, and a readjustment of economic and social 
forces IS steadily but surely going on. But trade unions and 
other orpnizations have not yet taken the place of the old 
institutions, and things are in a flux. Manufacturers and 
merchants have their organizations designed to safeguard 
and promote their common interests, but artisans and 
workmen are disorganised and helpless where the hold of 
e caste has loosened, as it is loosening on every hand. 

India appears to have had village panchayats as dis- 
tmguished from caste panchayats and corresponding to 
the merchant guilds of medieval Europe. The function of 
these bodies consisted in deciding on all social, religious 
economic and administrative questions affecting the vill-’ 
age as a whole. Most of these organizations whose liga- 
ments can be clearly seen in inscriptions of the middle ages 
ound in southern India and whose share in public life was 
remaikable featurs of the administration of the country 
have now disappeared and we have survivals of only a few 

of ir of <^ountry. But the vitality 

of the caste panchayats is greater; and less advanced a 
community the closer is the hold of that authority on its 
mbers. There is but a slight analogy between the 
Indian caste and the English craft gild.’ In the former 
social and religious functions predominate and in the 

charaotenfe: 

.ildf ‘ craft and merchant 

gilds of India have a long history and traces of them have 

been discovered even in the Vedas which take us to a 
^rne two thousand years before the Christian era. From 
Budhistic literature* we find that various crafts were or- 
ganised m gilds with their councils and executive officers, 
and as many as eighteen of these are mentioned. Hindu 
literature abounds in references to gilds, their constitution, 
functions, and no doubt is left about the fact 
that they occupied an important place in the social econo- 
my and wer^ m a flourishing condit ion. The head (shresh- 

1 Sir Herbert Bisley : The People of India, page 259. 

2 Bhya Davids : Bndlust India. 
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till) of the gild (Shreni or Sangha or Gana) was a man of 
high social status and was held in great esteem by the king 
as well as by the people. In the time of the Budhist 
Jatakas, arts and crafts had already become hereditaiy. 
They had likewise become localized, and streets in towns, 
and in many oases, whole* villages whre inhabited by one 
class of artisans.' 

Kautilya's Arthashastra and the Dharmashastras of 
Manu, Gautama, ITarada &c , show a further development 
of the 'gilds, those of merchants and artisans, and we 
ind * cultivators, traders, herdsmen, money lenders and 
artisans* authorised to lay down rules for their respective 
classes. The king is enjoined to give his decisions in cases 
of dispute, according to the.rules of the gilds which are re- 
, cognized. Manu^ and other law-givers speak of the laws of 
castes, villages and gilds, thus showing that gild organiza- 
tions were coming to be distinguished from castes and were 
even developing their own customs regarding the produc- 
tion and disposal of wealth. The gilds held property in 
their corporate capacity and also as trustees. Inscriptions 
found in the different parts of the country and belonging 
to early centuries of the Christian era leave no doubt 
about the position of artisans’ and traders’ gilds which 
served as bankers and trustees. The gilds had regular 
rules about apprentices, and caste does not appear to have 
been a rigid bar to the admission of pupils to different 
trades. The restrictive influence of caste became stranger 
with the lapse of time and that institution has continued 
its hold on Hindu society while the gilds have decayed 
and disappeared except in a few parts of the country. 

64. Gilds and 6astes :-~The English craft gild was 
extremely exclusive and exercised a very rigorous control 
over membership, apprenticeship and the general practice 
of its particular craft. But it is not to be supposed that it 


1 H. C. Majumdar : Corporate Life m Ancient India , Hopkins t 
India, Old and New. 

t Manava Dharmasliaatra, VI 1 1 41; ,Yadna?alk/a, 1,361 

' fs ' ' 
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had no religious and social side of its own,’ and herein we 
trace a similarity between it and the Indian caste, though 
the English gild never made its occupation hereditary. 
That a person must be born in a caste to be entitled to be 
its member, is a peculiarity of the Indian caste. And 
even in India we see instances of absorption of castes and 
the creation of new ones or of subcastes. 

The idea of the inherent superiority and inferioity of 
certain classes and of the inheritable character of the 
qualities and functions of these classes did not strike root 
in the European soil while in India the distinction of 
Varnas based upon qualities and actions alone, faded from 
the popular mind, and social divisions steadily multiplied 
•as they became more and more rigid. Some castes do 
correspond to crafts, but in the case of several there is no 
such identity.^ A caste is divided into a number of sub- 
castes clearly marked off from one another and the latter 
are distinguished by the peculiar economic functions 
which they perform. The economic cleavage here is as 
wide as the social. Artisans’ gilds are numerous even at 
this date in Gujarat and Eathiawad and their unmber in 
a town ranges between 30 and 150. The Mahajan is a gild 
of bankers, traders, brokers &c while the Panch is a gild 
of artisans. Ahmedabad is to-day the centre of the gild 
system which extends into Rajputana. Elsewhere the 

1 The religious side of the gilds has not so far come mto much 
prominence, but most of them had this side to their activities, and*' 
indeed wUh some, religious and social duties had formed the nucleus 
round which the other powers had gathered. Pageants and processions 
on certain saints days and formal attendance at worship, were part of 
most medieval associadons and more common still were alms and 
charities and prayers and masses for the souls of dead brethren.’’— 
Townsend Warner : Landmarks in English Industrial History. 

2 The same caste may embrace several crafts, and as a rule, 
Mahammadans and Hindus engage in the same trade, each working for 
his own community. Sometimes they take recognizable sections of a 
craft and work separately. At other times they may be found in the 
same workshop ;'and Hindus now often employ Mahammadan craftsmen 
whereas formerly tbs Hindus were the labourers and the Mahammadans 

?the employers.” — Imperial Gazetteer <^f India, Vol. III. 
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gilds disappeared long ago and even in Gujarat, their 
power is fast declining.^ 

The economic functions of castes have steadily 
receded into the background and it will be more and naore 
open to their members to take to any trade they may find 
suitable. To day, a trade is found followed by people of 
different castes ; and as regards non-Hindus, these social 
restrictions are non-existent among them, though religious 
and social prejudices impose certain limitations even in 
their case. Thus weavers are found among different castes 
and creeds, and in the Punjab, “ in the eastern districts the 
Juiahas constitute a real caste, but further westwards dis- 
tinctions of race tend to disappear. Khokhars and Pathans 
Mirasis and Rajputs, and even needy Sayyads are found 
flying the weaver’s shuttle for their livelihood in Jhang 
and Multan.”^ 

Changing popular tastes, competition of foreign and 
indigenous machine-made goods, the increasing use of 
machinery and improved tools and the growth of indivi- 
dual liberty, have disorganised and will tend more 
and more to dissolve this industrial o.ganization bas- 
ed upon the principle of caste. Before the advent of 
machinery and the spread of general and technical edu- 
cation as also the changes which rapidly took place as a 
consequence, in social usages and ideas, had obliterated 
the distinctions among the different classes of work and 
of workers, even in a country like E"sgland, as Mill obser- 
ves. the barriers which separated one industiy from another, 
were almost iRsuporable ^ 

1 an interesting account of Indian gilds see Honkui- India, 
old and Xow, 170. 

2 Latifii : * The Industrial Punjab ’ 

J “ So complete, indeed, ha'-j hitherto been the separaTion, so 
strongiy marked the line oc demarcation, between the di^eient gi-ades 
of Ij-houiors, to be almost equivalent an heieditazy distinction of 
caste; each -5\ b- i g chieSy iCv^ruiled fjoiu tne children or 
those already hv^ed In it o’* in emi K)\ i/i“i U <<1 sa-ao with 

it in social c* thr >tJon, or irom the cbibheii oi p{"-8t) .3 who, if orlgliialiy 
of a ' r-lc. have fiiicueu^'d in lais’ng theindcives by ^:Leir exer- 

tions ’—Principles. 
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A similar piocesb is clearly visible in India and enter- 
prising men are rising to a higher status in economic 
oraganization independently of all social distinctions. 
Hot only will Brahmins become mechanics, foremen, car- 
penters, tailors, contractors and engineers, but people of the 
socially lower classes also are being enabled to organize 
industries and command labour and thus to override the 
limitations set by caste. The movement is, therefore, per- 
pendicular and likewise horizontal. 

The advantages incidental to caste and gild organiza- 
tion are no longer serviceable to persons who aspire to 
rise in the social scale or to improve their economic 
condition The^'ragulations and restrictions of caste are, 
therefore, found to bo impediments rather than helps and 
individualistic tendencies noticeable among members of 
castes will prove destructive to those organizations. There 
are some thinkers in the West who believe that the gild 
idea deserves to be revived at this moment when the 
conflict between employers and operavtives has become 
very bitter on account of the control of industry having 
passed out of the hands of the expert workers into those 
of a narrow class of capitalists. They wish to revert to 
the spirit of the old gild, to times when man was ‘ mainly a 
craftsman and a democrat who had not wasted many 

hours on polititians and governors.** ^ 

% 

65. The organization 6f production in 

t ndia has to be studied in different aspects which slmul- 
laneously present themselves to the view 'and range 
between a poor peasant’s simple cultivation of a patch of 
land or the occasional land tillage, combined with other 
primitive occupations, of the backward races that inhabit 
the Jangles, on the one side, and on the other, the manu- 
facture of the finest articles in a factory of the most 
mo jcrii type } T vp-to-date methods and on an enormous 
scale. Except in the case of a few big land holdings; 
agriculture is far {jt the most part in the bancs of small 


] b'Ur! ng Tnyla’* Ti.c GnIM State. 


1 G. i: 
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men. Farming on a large scale is quite exceptional in 
India. ‘‘In the rayatwari areas of Madras, for example, 
the average size of a holding does not exceed eight culti- 
vated acres, while in the more thickly populated areas of 
Bihar, under the Zamindari system, the tenant holding 
averages less than half an acre.*’ 

A few intelligent and enterprising landlords are indeed 
found organizing their farming along systematic and scien- 
tific lines ; and sugarcane cultivation and fruit gardening, 
for instance, have proved encouragingly remunerative. 
Agricultural associations and co-operative societies may 
be expected to do some thing for the small cultivator 
by teaching and helping him in other ways to make his 
farming more profitable. He may borrow capital or 
purchase seed from his society and carry out improve- 
ments suggested to him by demonstrations given by the 
officers of the Agricultural Department. 

Farming has to be taken up as a business and must be 
an economic proposition, the farmer organizing production 
in an intelligent and efficient manner. The productivity 
* of the of the soil in India has to be increased by liberal 
application ^f capital and labour, and the cultivator must 
have the enterprise and the necessary means at his dis- 
posal to do this. The peasant proprietor or the tenant in 
India is as a rule, too poor and ignorant^ to carry on his 

1 ‘ In England the fanner is generally a person of some edncation 
and subBtaace, farming large acres and capable of applying the leeults 
of bis reading. The great mass of the agriculturists of India are small 
holders and the standard of education among tbem is, as a rule, low 
There are no agriculiurai p ipers to brin^ to their notice new manures 
or new machinery, , in most cases they would not have the money to 
pm chase them, nor thw science and knowledge to make much use of 
them Y/ben they had got them. 1 am well aware that in every province 
in India there are not a few highly educated and intelligent landlouls 
and farmem ; bat us a rule the c^dtivator of India is a small bohler. 
This, obviously, coujplicates the problem. Finally, the of seedsmen 
as we know them In England, with oui yuttcns and Gort rs, is practi- 
cally unkTiowu. T If a few years ago, the village Bania added this to bis 
various lines of activity/ —Mr. Mackenna : Paper read before Boval 
Society of Arts. 
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industry with sufScient profit to himself and to the country. 
Spread of education and improvement of credit may be 
expected to change these conditions and to lead to a better 
organization of agriculture and with it of dairy farming, 
cattle breeding and other allied industries, 

66. Subdivision of Land.— But the greatest diffi- 
culty in the way of improvement is that the bulk of 
the agricultural holdings are not economic holdings. Mr. 
Keatinge defines an economic bolding as one “ which 
allows a man a chance of producing sufficient to support 
himself and his family in reasonable comfort after paying 
his necessary expenses. In the Deccaii an ideal economic 
holding would consist of (say) forty or fifty acres of fair 
land in one block with at least one- good irrigation well 
and a house situated on the holding. The desirable area 
would vary greatly in different parts according to circum- 
stances.”^ 


The average holding is very small, often split up 
into several plots situated at a distance from one another 
and consequently it is absolutely uneconomic. The 
cultivator with such a holding cannot be expected to 
develop or improve his property and must live in depress- 
ing circumstances. He must eke out a living by taking 
to other occupations and working as a wage-earner either 
in his village or elsewhere.* Agriculture proves wasteful 


1 Kural Economy in the Bombay Deccan. 

2 In moving a resolution in the Bombay Legislative Council re- 
commending the adoption of measures to prevent the extreme ’sub 
dmaion of land which is going on apace, the Hon-ble Dewan Bahadur 
trodbo edescnbed several cases of lands where partition had become 
absurdly minute. He said -.-“In the Krnara district, there is a compact 
piece of land measuring 52 acres and I gnnta in extent. This land is 
divided at present into 40 separate survey mmibera 14 of which are less 
than one acre in extent. The survey numbers are subdivided further 
and the wliole of the 52 acres and I gunta are at present held by ISO 
occupants. Th ee of th se holdings are of 1 gunta each. I might m 
the Council till, the Council chamber in vhich we have met to dav 

“alldin "or' 

woau a of one gunta means*” 
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under these circumstances and the community is not abl^ 
to make the most of its natural ‘advantages. Growth of 
population and continued partitions of landed property 
]ia?8 resulted in minute subdivision and dispersion of lands 
and the effects of this tendency upon the community are 
cumulative.^ Lands are not only split into small frag- 
ments, but these latter, though belonging to the same 
persons, are scattered in distant places so that their culti- 
vation becomes difficult and is indifferently done. 

Laws have been made in certain countries rendering 
possible the creation of impartible holdings of a particular 
size.“ Increase of propulation and growing dependence 
on the agricultural industry are as much responsible for 
the evil of the extreme fragmentation of land as Hindu and 
Mahomedan laws of inheritance and the strong attachment 
of the people to their ancestral holdings. Spread of educa- 
tion, change of public feeling and a suitable modification 
of the existing laws of inheritance, are pointed out as re- 

1 “ It is evident from this that in the last sixty or seventy years 
the character of the land holdings has altogether changed. In tde pre- 
British days and b the early days of British rule, the holdings were 
iisiiaHy of a fair size, most frequently more than nine or ten acres while 
individual holdings of less than two acres were hardly known. Now, 
the number of holdings is more than doubled and eighty-one per cent of 
these holdings are under ten acres in size, while no less than sixty per 
cent, are-less than five acres.” — Land and Labour in a Deccan Village, 
page 46. 

2 Bead in this connection the interesting report of a committee 
appointed by the G-overnment of H, H. the Maharaja of Baroda to make 
pi Qposiils OB the consolidation of small and scattered holdings in the 
state. The report states that (1) land has already been minutely sub- 
divided, (2) preventive measures must be taken and the present limit of 
subdivisions must be raised, ^ 6 ) the growing subdivisions are mainly 
due to the opeiation of Hindj and other laws of inheritance, and (4) 
subdivisions have made agriculture uneconomic and wasteful by invoi- 
ving waste of labour and cattle power, and of land in hedges and 
boundary marks and by making it impossible tvi dig wells and use 
labour-saving implements. The committee recommends that the 
minimum dimensions of an economic hoidii g may be fixed and also that 
a permissive Act may be passed to effect consolidation of existing small 
and scattered holdings. 

19 
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mBdiesJ But they are not likely to be efficacious unless 
new industrial avenues are opened to the people and they 
find congenial work in other fields* For an enterprising 
man to take to farming, a sufficiently large plot of land 
provided with water facilities and a decent amount of 
capital; will be needed. And fortified with these, there is 
no reason why a few of our more enterprising cultivators 
and even some of our agricultural graduates should not 
become successful farmers. 

67. Urban and Rural Industries:— Small indus- 
tries will be similary remunerative if the workers have 
the necessary training, can command capital and can keep 
themselves in touch with the latest improvements in pro- 
cesses. Indigenous industries, wherever they exist, must 
be improved by the promotion of the efficiency of those 
engaged in them. In the competition of cheap foreign 
manufactures, local industries are bound to go under. 
Cloth, hardware, cutlery, paper, pottery, glass, domestic 
utensils and a host of other articles turned out in modem 
factories must displace corresponding goods of indigenous 
maka But properly organized and encouraged, the indigen- 
ous home industries may hold their own against imported 
articles. There are scattered all over the country skilled 
workers who can turn out articles of any pattern. Locks, 
knives, nutcrackers, silver ware, brass and copper utensils, 
toys and leather goods, all of a high quality and finish, are 
made, and the Swadeshi movement has given some encour- 
agement to these industries. 

What is required in their case is not only patriotic 
patronage on the part of the people but better organization 
of production and sale. Though the railways have shorten- 

1 Tbe exhausting nature of agriculture, the rapid growth uf popu- 
atioE and the minute subdivision of land were three important facts 
which arrested the attention of Mr. Caird, a member of the Famine 
Commission of 1880. Talking with the Co-Eegent of Hyderabad on the 
question of the evil of the subdivision of land, he elicited the following 
Bignificint remark;--** It is the custom of the people io subdivide 
^mong the sons of the family, and who can interfere with that ?^’— 
•^* India, the Land and the People,” 
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®d distances, and brought even onr villages in ^jontaet 
with foreign factories, indigenous industries still possess 
oonsideraele advantage over them by reason of proxiinity 
of markets and of cheapness. As regards enterprises on a 
larger scale, young men who receive their training abroad, 
find it difficult to enlist the support of capitalists and can' 
not straight off start new industries. They dc not also 
possess business capacitj- though they may have expert 
knowledge ( wnich may not suit Indian conditions Capi- 
talists care more for tat dividends and high rates of inter- 
est and are unwliiing to risk their money on new ^enturtt.. 
But this happy association of enterprise and training Wi";h 
capital, will be more in evidence as years pass by Care 
is now being taken to see that the students who go ou; 
to foreign countries to learn, should have received some 
acquaintance with industries in this country and should 
be in a position to profit by training obtained in foreign 
institutions and factories. 

In the meanwhile, experienced business men in com- 
mand of capital, are found to be able to float new industrial 
concerns. The experience gained in the existing factories 
will prove useful in the work of starting new ones* But 
this organization must be preceded by experimentation 
and research work. The possibilities of the raw materials 
to be found in abundance in the country, must first be 
proved, and a new industrial scheme must be an undisput- 
ed business proposition. The State will have much to do 
to create congenial surroundings and give direct and in- 
direct assistance to industrial development. The appoint- 
ment of experts is suggested for this purpose to Govern- 
ment, and Directors of Industries have been already so 
appointed in some provinces. The danger to be guarded 
against lies in speculation and hasty company promotion 
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which may bring on a crisis at any time and cause a set- 
back to industrial development. 

68. The Pature < — We cannot close this chapter 
without adverting to the question which is raised by the 
oft-repeated statement that India is and must long con- 
tinue to be a country in which agriculture will be the 
predominant industry. If this statement simply means 
that there is infinite scope for the improvement of the 
agricultural industry in this country and it will be many 
years before it will have established in it manufactures of 
the magnitude of those of Japan or England, for instance, 
there is nothing in the observation to which exception may 
be reasonably taken. But what is resented as unwarranted, 
is the insinuation that India must be satisfied with agri- 
culture because her sons are incapable of starting and 
managing large manufactures and the idea that in the- 
geographical division of labour, agriculture has been as- 
signed to her as her peculiar province. 

Agriculture is a noble industry and profitable one too, 
and every nation is trying to improve and encourage • it. 
The productivity of the soil in this country is very low 
and may be appreciably increased. Improved farming 
will materially add to the national income and the efforts 
that are being made by Government in the matter of 
demonstrating the utility ^of improved methods and 
implements and of supplying seed of pure and superior 
quality for the cultivation of cotton, wheat, sugar-cane 
and other crops, are efforts in the right direction. But • to 
reduce India to the condition of a nation of cultivators, 
would be to retard the progress of the people in all direc- 
tions. The existence of diverse industries, .particularly 
those that call for the exercise of high intellectual ,and 
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moral qualities, is’essential for the healthy development of 
the people. 

It is a mistake to suppose that India has ever been an 
agricultural country.^ It had, in the past, a splendid com- 
bination of agriculture and manufactures, and its wealth 
was the result of the profitable exchange between the 
country and the town. And the example of J apan is there 
to show how manufactures can be developed in a backward 
Asiatic country if judicious measures are taken to foster 
the growth of industries. Germany also evolved her in* 
dustrial prosperity out of conditions which were hardly 
more favourable than those prevailing in India. 

What is, therefore, wanted is the industrial resurrec- 
tion of India. The ruralization of the country has gone to 
such a length, that the industrial achievements of the 
people, their talent^ and their natura! and acquired apti- 
tude have been forgotten. The industrial and commercL'ji.i 
glory of India appears to have passed into a myth, and an 
account of the old indigenous industries and arts will read 
like a fairy tale. The history of Indian shipping and 
ship-building, to take one example, would show what great 

1 1 do not agree that India Is an agricultural country ; Ind'a ib ?■' 

much c .narufaeturing co-mt^y ae an agricultural; and bewhcvvviid 
sseek to reduce J&er t.o the position of an agricultuni country 
lower her In the scale of civilization. I do not suppose that India is f," 
become the agricultural farm of England ; she is a manufaebiririg 
country, her manufactures of various description have existed for ageo, 
and have never been able to be competed with by any nation wheneve'- 
fair play has been given to them. I speafe not now of her 
muslins and her Gasbrneer shawls, but of various articles which she hag 
manufactured in a mannei superior to any part of the world. To 
reduce her now to an agricultural country would be an injustice to 
India.” — Mr. Montgomery Martin J Quoted in ** India in the Victorli^s 
Age ” by Mr. K. C. Dutt. 
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progress^ had been made by the Indian people in industriai 
deYalopment. 

The inherent industriai capacity of the Indian people ■ 
is undoubted and the latent possibilities of the country are 
acknowledged on all hands. With systematic organization 
and patient and zealous encouragement, a variety of 
industries will rise in India, making her people progres- 
sive and prosperous. 


1 In ancient times the Inchans excelled in the art of constructing 
vessels, and the present Hindus can in this respect still oflEer models to 
Europe — so much so th it the English, attentive to every thing which 
relates to naval architecture, have borrowed from the Hindus many 
improvements which they have adapted with success to their own 
shipping. .....The Indian vessels unite elegance and utility, and are 

models of patience and fine workmanship.’* — A French writer quoted by 
Radhakumud Mukerjee in his Histori/ of Imhifoi Shipping and Maritime 
JHtViiy. 

Til© question of maintaining an Indian naval force foi the defence 
of this count! y in particular and of the Empire in genera!, now looms 
large on the horizon. Here is an opportunity before the State to revive 
the shipping industry in this country. The revival will be an economic 
as well as a political boon. 
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69. Increase of FopUlation.— We have already- 
laid stress upon the peculiarly urgent importance of in- 
creasing the production of wealth of every kind in India, 
and pointed out that this can be ensured by an increased 
eiSciency of agents of the production. An increase in 
population is itself taken as an indication of the progress 
and prosperity of a community because the growth is pos- 
sible only under favourable conditions. IrYealth is not an 
end but a means to an end. It is produced not for its own 
sake but in order to be consumed.^ The connection between 
population and wealth-creation is intimate and the two 
raoact upon each other. Apart from the defence of the 
community, growth of population is necessary for aug- 
menting the output of wealth; and the latter, in its turn, 


1 The production of wealth is but a means to the sustenance of 
man ; to the satisfaction of his wants ; and to the development of his 
activities, physical, mental and moral. But man himself is the chief 
means of the production of that wealth of which he is the ultimate 
aim.’’ — Prof. Marshall ; Principles of Economics. 
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promotes the increase of population by improving the con- 
ditions in which the community lives. * 

How important is the problem of the growth of popula- 
tion from the point of view of defence, has been demonstrat- 
ed by the experience of the world-war. The size of the 
population in the belligerent nations has counted in it as 
a factor of primary importance, and for several years be- 
fore the outbreak of the struggle, the stationary condition 
of the population in France had been a cause of anxiety 
and alarm. Colonies, where land is abundant and the soil 
fertile, invite settlers from the old world and immigration 
'tends to augment wealth. An increase in labour power 
conduces to the efficiency of production and a growth of 
population will augment the national income. British 
colonies like Fiji and Guiana are trying to attract Indian 
labour by offering tempting terms though the self-govern- 
ing Dominions are anxious to maintain themselves White, 
A natural increase ofjpopulation is welcomed also because 
it represents an excess of births over deaths and bespeaks 
peace, health and prosperity in the community. 

70. Varying ©onditions.— It must be admitted 
that under certain conditions an increasing population 
not only denotes growing welfare but assists in the effi- 
ciency of the production of wealth and, therefore, the 
volume of the national dividend. But only under certain 
conditions. Because a growing population will only bring 
on or aggravate poverty if the additional numbers are nof; 
able to produce a surplus of wealth. The population will 

1 Defence ia still of more importance than opulence, and an 
increase in numbers means in general an increase in militory power- 
actual or potential. Equally obvious is the increase ia man’s power over 
nature. Even simple combination of labour has its advantages, as has 
been admirably shown by Mr. Gomme. Still greater are the advantages 
of complex co-operation, as we see in our own days in the rapid 
development of new countries in which the progress of centuries is 
forced into a few decades. The growth of population is necessary to 
the Improvement of the means of communication and of trade ; trade 
brings capital and capital and land both give for a time an increasing 

return, and thus the increase of population means an increase of wealth 

per unit.”— Prof. Nicholson j Principles of Political Economy. 
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press on the soil, setting at work the law of diminishing 
returns, the food supply will prove inadequate and the 
oondition of the community will become deplorable. It is, 
therefore, necessary that increasing population should 
make more than a proportionate contribution to the 
national dividend if the material and the moral condition 
-of the community is to improve.' 

All* countries are not, however, in the happy condition 
in which an increasing population leads to increasing 
welfare. Increase of population in Germany has been very 
large. But we are told that the effects of growing num- 
bers there, have not been detrimental. On the oontray, it 
is stated that the pressure of increasing numbers had a 
stimulating effect upon the German character, goading the 
young men on to work with greater vigour and efficiency- 
Instead of being contented with their share of paternal 
wealth as would be the case in countries like France where 
population is almost stationary, German youths struggle 
hard and make their way in the world.^ But even grant- 
ing that the above conclusion applies to the majority of 
communities in the world, there is another aspect of 
the problem which demands consideration. There will 
always be going on a race between population and 
subsistence. take growth of population as a 

natural phenomenon over which human beings have no 
control and then try to promote the increase of subsistence 
in order that it may overtake population and surpass it if 
' possible. But if population did not grow or grow at the 

1 “ An increase of population accompanied by an equal inerease in 

the material sources of enjoyment and aids to production is likely to 
lead to a more than proportionate increase in the aggregate income of 
’Enjoyment of all kinds.” — Marshall : Economics of Industry. • 

2 Howard : Becent Industrial Progress of Germany. 

20 
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mtB at whicii it ig growing, will not the individual share- 
of the national dividend be larger 

Natural animal instincts are, however, given a free 
play, as a rale, and if there is any interference with free- 
dom in this respect, it is exercised only to restrain 
immorality and often times to stimulate the growth of 
population in the interests of the community. And, 
therefore, greater importance has been attached to the 
side of production, in as |much as the economic ideal 
must be to secure as large an income to the individual as 
possible. Maithus, therefore, sounded a note of alarm 
and pointed to a remedy more than a hundred years 
ago. 


71. Malthusian Doctrine s—During the last few* 
years production has made such giant strides as could not 
have been anticipated by Maithus, and recent develop- 
ments appear to have falsified his gloomy forebodings 
that the production of food would not be able to keep pace 
with the increase of population. He had maintained that 
unless people voluntarily kept down the growth of popula- 
tion by moral restraint,® positive checks like disease 
would come Into operation, making the lot of mankind 
miserable. And we are told that “ everywhere we see 
wealth increasing at a greater rate than population — In 
new countries like the United States as well as in old 
countries like France. So that our first concern is rather 
in the opposite direction.”® This is true enough, and the 


1 When growth of popolation is accompanied by Tarious occur- 
rences that operate favourably upon production, and the average 
cqpila income then increases, the growth of population will have 
exercised its harmful effects all the same ; there would have been a far 
greater increase of the average income had there been no increase of 
population.’* Pierson : Principles of Economics. 

2 By moral restraint he meant not the limiting of the number of 
children in marriage but celibacy, postponement of marriage and absten- 
tion from ail sexual relationship. See Gide and Eist : A History of 
Economic Doctrines. 

3 Charles Gide : Political Economv. 
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birth-raia among the higher and well-to-do classes is lower 
than among the poor people.' 

In western coantries, at the present moment, it is the 
preventive check urged by Malthas and* particularly 
by his followers, combined with larger production of 
wealth, which has brought about this result which is 
pointed out as a refutation of his famous doctrine. Overpo- 
pulation is a relative term. It means excessive population 
in relation to the food and other necessaries of life which 
a community commands. Even a small community may be 
over- populated if its means of subsistence are limited and 
are incapable of expansion while large numbers will not 
feel the weight of the demand for food if their productivity 
keeps in advance of the increase in population. The deli- 
berate- exercise of preventive checks accompanied by a 
growing command over wealth and improved sanitation and 
health, has contributed to lower birte-rates and death-rates^ 

Admitting, therefore, that the doctrine of overpopula- 
tion has lost its terrors mcde^’r. soc'ety on account of 


its enormously augmented pcwer 
the strees been shifterj frora f 


uroo-uCtion, and that 
to /;c-alch and eff.cl- 


encj, and still further thas * sines man i* the cnief lacour 


force, large numbers, indeed oiher things being equai, 
mean greater national strength and power ' it must not be 
forgotten that, as indicated above, other things may not 


be equal and growing numbers may not ^mean increasing 


national wealth.^ 


1 Tbeie -.3 no question that lliis generii siOiatios. — •’'tLairiago lattsa 

v:itua!l\ blaiiuLai/ and yer dei’liniDg blitli-rates — U -o oehbcr&te 

ibst^ntion itoui p-opagdtion. JS'larriecl couples fevrer children than 
before hy deliberate intent.” — Taussig ; Principles of Economics 

These cotipies want to have all the pieaaaio of inarrieci life but not 
Its lespoTisibditiea and they thus follow, consciously or iinconpcioiuy the 
teachings of Neo-Malthoaiamsm which are cot, however, th? sauie as 
the precepts of Maitbus. 

2 The reverse may not be true if oihei things aie not equal. A 
small nation with greater productive efiiciency, like England, will out«^ 
rank a more populous country like India. Sindllcr narnbers with fairly 
equable distribution of wealth are preferable to a dense population 
living in the extremes of miseiy and opulence, Meie numbers are., 
therefore, nut the vital point.”— Seligtaan : Principles of Economics. 
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It must also be borne in mind that ‘ a rate of growth 
suflScient to enable it to keep pace with population is not 
all that we require of production, otherwise the average 
income will never rise/ We may repeat that subsistence 
is not; always to strive to overtake expanding population 
but it must be enough to afford an ever-increasing share 
of wealth to the population as we advance. A stationary 
population need not causes alarm^ unles we are to despair 
of the future of civilization and must have large numbers 
of human beings in readiness to be thrown into the haulo* 
cast of war with wicked neighbours. 

72* application to Indian eonditions. — The 
principles of population briefly discussed above, have got 
to be applied to the social and economic conditions of 
India with a view to an examination of the tendencies in 
this country. The teeming population of India is spoken 
of with a sense of pride and satisfaction, but it may as 
well be an object; of anxiety to a close student and ardent 
reformer. Quality must matter as much as quantity in 
the case of the population of a country ; otherwise a mere 
increase in numbers is a Iveritable danger. In India the 
total increase in recorded population between 1901 and 
1911 was 2,07,95,000 or 7T per cent, as compared with 
70,46,000 or 2’5 per cent, and 3,34,18,000 or 13'2 per cent, in 
the two preceding inter-censal periods/’ 

Even making allowance for the increase which was 
due to the inclusion of new areas within the scope of the 
census operations, viz. 17,54,003, the growth of the popu- 
lation between 1901 and 1911, was considerable. And this 
increase has taken place in spite of the loss of life caused 
by famine, plague, malaria and other calamities. In the 
country taken as a whole, there are on the average 175 
persons to the square mile or much the same as Europe 

1 ^ For mankind as a whole, declining birthrates and lessening 
pressure on population mean progress, and not deterioration. The 
prevalence of habits of prudence among all strata means a gain in human 
happirffess. Possibly the time will come when this sort of prudence will 
be carried so far that the population in the advanced communities will no 
longer increase at all.^ — Pierson ; Principles of Economics. 
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outside Russia. In British territory the number to fehe 
square mile is 223 and in the Native States 100; the for- 
mer figure exceeds by 34 the density ratio in France and 
the latter is identical with that in Spain.*' 

Divergent views are entertained regarding the rela- 
tion between population and prosperity in India and 
elsewhere. According to some, increasing numbers on the 
European continent, were a patent cause of the recent 
upheaval which has been witnessed there. Growing po- 
pulation in Germany may also have produced more than a 
proportionate quantity of wealth. In India, surely, pres- 
sure on subsistence has steadily increased, and the pover- 
ty of the people and much of the prevalent unrest are .due 
to that cause.' 

The density of the population varies in the different 
parts of the country and is dependent upon the climate,, 
quality of the soil, rainfalland other conditions. The fol- 
lowing figures are instructive — • 




Density. Per 

Rainfall. 

Cultivated 

Cultha- 



sqr. mile. 

Inches, 

area. Per* 

able area» 





centage of 

Percent- 





total area. 

age. 

Madras 

««« 

2Sl 

43 

38 

2$ 

Boinlay 


i4S 

46 

38 

25 

Bengal 


55r 

7o 

5o 

20 

United Provinces ... 


427 

42 

53 

i9 

oenli al ,, 


122 

48 

39 

26 

Barma ... ... 

««d 

53 

95 

i3 

29 

PanJab 


Ii7 

3i 

33 

24 

Bihar and Orissa ... 


344 

53 

52 

21 


The above statistics deserve careful attention. The 
differences in the degree of density between the Provinces, 
Bengal and Bombay, for instance, can be accounted for by 
the natural peculiarities which distinguish them. Large 
plains with fertile soil and irrigational facilities are con- 
ducive to a rapid growth of population while hills and 
wastes have a restraining effect. There can be no doubt 

1 -Over population lies at the root of Indian po\eity.’ — William 
Archer: India and the Future. Mr. A rebel’s dipcussion of this pro- 
blem is interesting though many of bis views in this connection arc 
not acceptable® 
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that density of population such as we have in Bengal, the 
United Provinces and in Madras, militates against mate- 
rial well-being and makes for poverty. Agriculture, the 
predominant industry of India, cannot support dense po- 
pulations, especially where it is in a backward state and 
it is no wonder if the populations migrate to other Provin- 
ces and live in a wretched state. It is interesting to com- 
pare the position in India with that in European countries.’ 
The density is high in a few business centres there but 
the average is lower than we have in this country. 


73. Is there great Pressure ?-“The growing 
pressure of the Indian population on land is admittedly a 
serious problem, and it has been adverted to above.® - If 
agriculture alone is unable to support more than 250 per- 
sons to the square mile in Europe it is .difficult to under- 
stand how in a country like India weere agriculture is the 
main industry of the people, a larger number can be sup- 


1 “The predominant density factors in India are by no means those 
wbicb count for moat in Western countries, where the variations in the 
population depend mainly on the progress made in commercial and 
industrial development. In England, next to London and its environs, 
we find the most teeming population in Lancashire with its cotton mills 
and Durham with its collieries. The density in these two counties is 
more than five times that in pastoral and agricultural counties such as 
Oxfordshire, Lincolnshire, Norfolk and Devonshire. In the latter the 
number of persons to the square mile nowhere exceeds 200, and in some 
it is much less ; and it would seem that Trunnier’s dictum regarding 

Germany to the efEect that agriculture alone is unable to support more 

than 250 persons to the square mile is equally true of England and in 
fact of all parts of Europe. The conditions are quite different in India 
where two-thirds of the population is directly dependent on agriculture, 
as« compared with less than 7 per cent, in England. In lafge areas, 
such as the natural divisions which heie form the basis fi the discussion, 
manufactures and trade affect the density to a comparatively small 
extent; and even the number of individual distiiots whose density is 

greatly affected by the existence of trading and induatiial centres is 
B I ^ compara ive y small. Moreover, while in Europe, as we have seen, 

agriculture IB unable to support more than 250 p .s ns to the square 

mile, in India there are some purely ag ionltiirai t.a, ts where it already 
supports three and even four times that numbe. and others where- it 
•cannot support a tenth of it.”— Census Report. 

2 See above pages 53-55. 
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ported without great hardship. But we are told that ‘ a 
fifth of the total population of the country is congregated 
on less than a twentieth of the area, where there are more 
than 600 persons to the square mile ; a quarter more on a 
twelfth of the area carrying from 400 to 600 per square 
mile and nearly a fifth on an eighth of the area with den- 
sity between 200 to 400 and it is pointed out that * nearly 
two-thirds of the total population of India occupy only a 
quarter of the whole area, while the remaining one third 
is scattered over three quarters of the area which is still 
very sparsely inhabited and nowhere contains as many as 
200 persons to the square mile/ 

This and the other arguments which are advanced^ to 
lend support to the view that in India population does not 
and need not press on the means of subsistence, have been 
carefully examined by Mr. Wattal in his most interesting 
brochure^ and shown to be erronius and misleading. Except 
perhaps in the Central Provinces and Berar, no further 
agricultural development seems to be possible, and certain 
areas are still sparsely populated because they are poorer, 
rocky and inhospitable. If 500 or 600 persons are packed 
in an area of a square mile in some provinces it is because 
they are resourceless and their standard of living has be- 
come hopelessly low, and not because land can really sup- 
port such a number. * Thus with regard to the Konkan 
districts of the Bombay Presidency, the last census re- 
port remarks that in proportion to its cultivable area, the 
Konkan supports a larger population than any other divi- 
sion. The soil is not especially fertile there. ** There is 

1 Hunter observes that land is plentiful in the Native States and 
migration of the population from congested areas to toose parts is 
required. He remarks, however : — In some parts of India, this change 
in the relation of the people to the land has taken piice before oar own 
eyes Thus in Bengai, there was in tVe last century more cultivable 
land than there were busbandinen to till it. A hundred years of British 
rule has reversed the ratio ; and there aie now in sorae districts more 
people than there is land for th®ra to till. This change ha*^ produced a 
silent revolution in the rural economy of the Province.’’ See W. W 
Hunter’s Biitish Empire, page 85. 

2 The Population Problem in India. 
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a thriving fishery industry, and natives of Ratnagiri and. 
Kolaba are employed as police sepoys, ohoukidars and. 
labourers in Bombay and las cars on ocean steamers and 
they remit a large portion of their earnings for the support 
of their families at home.” It is in this way that 
the population of the Konkan with 227 persons per 
square mile is supported, and it does not argue any 
remunerative character of agriculture there. Several 
other tracts may be found to disclose a similar pheno- 
menon, and one would be hardly warranted in in- 
dulging in optimism with respect to the productive possi- 
bilities of a majority of the provinces. 

74. Food Supply.— Mr. K. L. Datta’s investigation 
into the causes of high prices, revealed the fact that during 
the period under inquiry, the population of the country 
was growing faster than the food supply. He maintained 
“ Considering the growth of the population and the in- 
crease in the external demand, the supply has been short 
during the greater part of the period embraced in the en- 
quiry. The demand for both internal consumption and 
exports having increased at a quicker rate than the pro- 
duction of food grains, it is only natural that the general 
level of prices of food grains, over a series of years, would 
rise although in a particularly favourable year it might 
have fallen to some extent. The food supply in India 
compared with the demand, both internal and external, 
reached its lowest level in the quinquennium 1905-09, and 
this shortage of supply has doubtless contributed, in no 
small measure, to the unusual rise in prices during that 
quinquennium,” ’ 

A comparison of the growth of population and of the 
production of food grains, is presented ’in the following 


1 Export on.iligh Prices, 
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table, in which index numbers representing the increase, 
are given : — 
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In their Eesolution reviewing Mr. Datta’s report, the 
Government of India stated that the statistics on which 
reliance had been placed and had to-be placed, suffered 
from the fault of inaccuracy and that inferences drawn 
from such data must be taken %vith an amount of reserva- 
tion. They, therefore, presented their own figures which^ 
""in their opinion, were more reliable, and concluded that 
there was “ an almost precise parallelism ' betvreen 
growth of population and extent of cultivation and that 
“ the only interpretation which the figures can bear is 
that the correspondence between the two has been sub- 
stantially maintained.” Government also pointed out the 
further consideration that extension of irrigation must 
have resulted in an improvement of the outturn and that 
the development of communications must have had the 

1 Lord Ci’i'/'-n aJc^o had pointed to a similai parallelism m 1901 1:2 
lefeiring to the uio'Ath of food supply during the preceding twenty 
yeara, so that taking the most favouiahle view of the 'situation we 
only console ouiselves with the conclusion that we are -not going back 
but have been iiiaikiiig time for about thirtySve yeais* 

21 
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effect of enhancing the “ efficiency ” of the aggregate of 

food prod action. 

admitting the view here presented as correct, wo 
cannot feel that the situation is satisfactory, because it 
amounts to this that the increase in food supply is just able 
to overtake and keep pace with the growth of population. 
But it is argued that '‘the real problem as regards a country 
so situated is obviously to determine whether the purchas- 
ing power of the people generally has increased ” and that 
the high prices of Indian exports in foreign markets have 
enabled the Indian cultivators to purchase larger quanti- 
ties of the necessaries of life from abroad, which is tanta- 
mount to a larger production of wealth in this coimtii'y. 
And Mr. Datta observes that “ India has now to part 
with much less of her produce to meet her foreign obliga- 
tions for the simple reason that her produce has risen in 
-^alue in European markets.” 

It must be borne in mind, however, that so far as food 
grains are concerned, with a shortage of supply and prices 
ruling high in the Indian markets, they have never been 
imported in appreciable quantities from abroad. Govern- 
ment argue that the internal supply did not require to be 
supplemented by imports.' But the true explanation seems 
to be that the Indian population must have been underfed 
and that it did not possess purchasing power sufficient to 
enable it to supplement its stock of food grains by foreign^ 
imports. 

Higher prices of food grains cannot adequately com- 
pensate the Indian producer for the growing pressure of 
the population on the soil, because the general level of 
prices has gone up in India and the share of the cultivator 
in whatever benefit may accrue, is, for obvious reasons, 
very slight. If more mouths have so be fed with the 
same or nearly the s^me quantity of food, the prices must 
rise, and this rise cannot be an object of congratulation 
or of consolation in view of the fact already notad that the 
closing of the other industrial avenues is driving many 
people on to land, ; To maintain a growing population, 
the soil most be made to yield more and the production of 
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food grains per acre must increase owing to intenslTe 
cultivation. Agricultural improvemeiitts effected during 
the last few years have not augmented the yield to an 
extent of which account may be taken.^ 

Apart from the commodities obtained in exchange for 
the raw materials exported from India, the producti?f 
power of the people cannot enable them to supply them- 
selves with necessaries of life in a sufBcient quantity. 
Industrial specialization, under normal conditions, has its 
advantages and there is nothing inherently undesirable in 
a country exchanging its special products for those which 
are produced by other countries under peculiarly favour- 
able circumstances. But India's dependence on the sole 
industry of agriculture which is in a very backward con- 
dition, amounts to a national danger and has contributed 
to the decay and poverty of the people. Food is the first 
consideration in estimating the economic condition of a 
nation. And here in India, food , supply is scanty and 
dear. Other things may have become cheaper and easily 
accessible to the masses ; but this supply of comforts and 
luxuries ’ cannot compensate for the deficiency or dear- 
ness of food. And it is worthy of note that before the war 
21 per cent, of the exports from the country consisted of 
food grains. 

75. Popalation and Food. — We cannot here enter 
into a detailed calculation of the agricultural and non- 
agricultural income per head of the population in India- 
Widely varying estimates have been made and so complex 
and difficult is the calculation that one would not be 
entitled to pronounce any result as even substantially 

1 We may at a couservative estimate, claim that the increase to 
the value of the agricnUural prodacts of India as a lesiilt of the labours 
of its Agnciiltiiral Departmonts, is already 'about 3-J ciores annually o: 
over £ 2,300,093 This is-^the result of only ten years’ work, and it 
must he reiue.nbsred that every year will show^a piogiesai^o increase.” 
— Mr. Machenna : Agriculture in India. 

Tiie annual %"alae of the agricultural produce of British India is 
roughly osti natecl at 1,500 crores of rapeea. Rs 31 cror^s means an 
additional 7/30 per cent to the annual total agueultuiul produclion ! 
And the annual growth of the population a-noimta to at least i per cent. 
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correct. But so far as any rough estimate may be made^ 
the calculation does not point to the conclusion that a 
satisfactory improvement has taken place in the economic 
condition of the people during the last few years. We do 
not know how Mr. Mackenna came to the conclusion that 
the ‘ annual value of the agricultural produce of British 
India is taken at over 1,500 crores of rupees’ that is about 
Es. 45 per head of the population. And on this calcula- 
tion, the total per capita income would be about Es- 70. 
Dadabhai Navroji calculated the income at Es. 20 per 
head of the population. Lord Curzon’s estimate of the 
average income ’ of Es. 30 in 1901, is well-known, and 
Mr. Crammond now puts it at about 37 rupees. We are 
inclined to accept this last estimate rather than the other 
though, as we have observed above, even an approach to- 
aocuracy is difficult to attain in this matter,^ 

The Famine Commission of 1880 gave the following 
statistics r— 

Population 180,350,000 

Pood Crops Area ...166,250,000 ( Acres ) 

Outturn 51,530,000 ( Tons ) 

Consumption ... ... 47,165,000 ( „ ) 

Surplus 5,165,000 ( „ ) 

The Commission concluded “ The agricultural and 
trade statistics of the past twenty years justify the con- 
clusion that the increased production of all sorts has, upto* 
the present time, more than kept pace with the require- 
ments of an increasing population, and the known large 
area of land which may still be brouget under profitable 
cultivation and the possibilities of securing increased 
production by means of improved agriculture and extend- 
ed irrigation afford reasonable grounds of confidence for 
the future.” 

1 The gross yield of agricultural produce must no( ... . onfounded 
%uth income which is exclusive of the cost of production But the two 

do not seem to be always distinguished. 

2 The recent depreciation of money must betake- > - account ic 
considering money incomes as a test of economic conditio - • 
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The Famine Commission of 1898 also gave corres- 

f)ODdiBg figures 

Population 215,627,181 

Food Crop Area ... 180,421,323 (Acres ) 

Outturn 68,069,972"( Tons ) 

Consumption 58,535,845 ( „ ) 

Surplus 9,56i,127 ( „ ) 

This estimate of outturn was, however, excessive and 
.another quoted by the Commission itself, put the produc* 
tion at only 56 million tons and, therefore, the surplus at 
1,700,000 tons only. And the Commission proceeded to 
remark:— “ Whatever 'may have jbeen the normal annual 
surplus of food grains in 1880, the present surplus cannot 
be greater than that figure. But that a substantial surplus 
still exists in ordinary years there can, in our opinion, 
be no doubt.^* 

76. Hgricultiiral Production — Lord Curzon, when 
Viceroy, had occasion, in 1900 and 1901, to form an estimate 
of the average per capita income of the population. He 
said that in 1880, there were in British India, 194 million 
acres under cultivation and in 1901, 217 millions, an 
increase parallel to the growth of population. In 1880, 
the yield per acre of food crops was, for calculation, taken 
at 730 lbs and for 1898, 840 lbs«, improved cultivation and 
extended irrigation accounting for this higher rate. Lord 
Curzon proceeded to say that on these calculations the 
average agricultural income in 1880 was Rs. 18 per head 
and twenty years later for the same area, the average was 
Rs. 20. Supposing that the non-agriciiltural income had 
increased at the same rate, the Viceroy concluded that 
'the total per capita income was Rs. 30 in 1901 as against 
ms. 27 in 1880. 
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Now^, to examine the position developed in recent yearst 
we take figures for 1915-16, and the following table of 
comparative statistics may bo presented : — 
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The average per capita agricultural produce does not 
seem to have increased during the last few years though 
we have adopted a sufficiently liberal estimate for the 
yield in view of the extension of irrigated area and of 
other improvements.* Lord Curzon commuted the yield 
at the rate of 40 lbs. per rupee for 1901 , and we have taken 
26 lbs, as the rate for our calculation for 1915-16 to make 
allowance for rise in prices. Income expressed in terms of 
produce is‘, however, more reliable than that expressed in 
terms of money, and as the value of the money has declined, 
a comparison of money incomes at two different periods is 
likely to be misleading. The purchasing power of money 
has decidedy gone down and if we put the depreciation at 
50 per cent., the real per capita produce or income in 1915^ 
16, will not show any improvement over the state of things 
in 1901. 

We arrive at the same conclusion in another way. 
From statistics published by Government^ we see that on 

1 The crop-cutticg experiments made by the Agricultural Depart^ 
ments show that roughly every five acres of land, of which one m 
irrigated and the others non-irrigated, yield, on an average, 900 lbs. of 
produce. 

We assume that the average quality of the additional acres brought 
under the plough was good, if not better. But the chances are that the 
average quality was poorer, in which jease the ratio between population- 
and subsistence was altered for the worse’'— See an interesting discus* 
alon of this subject in Mr. William Archer’s ** India and the Future.” 

2 See Agricultural Statistics of British India. 
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an average the value of crops grown upon irrigated land is 
Ee, 40 per acre and we have in British India about 4'? 
million acres of irrigated land. The total value of the 
produce of this land must, therefore, be 188 crores of rupees. 
Th* value of the yield of non-irrigated land may be taken 
at half that of the irrigated and the 175 million acres will 
yield 350 crores more, the total thus being roughly 8S0 
crores, which, divided by the population viz, 25 crores 
gives Es. 22 as the agricultural produce per head of the 
population*^ 

The same result is reached if we follow another line 
of calculation. The total land revenue of British India is 
about Rs. 34 crores. The incidence of the tax is not uni- 
form in all the provinces. In some parts of the country it 
is permanently fixed and is comparatively light, in others 
the incidence is liable to increase and is heavy. Making 
allowance for the variations and for alienations of land 
revenue, we may roughly take the total realizable amount 
of the tax at 60 crores and assume that it represents, on an 
average, one*twelfth of the gross produce — an assumption 
which is certainly very liberal.^ Then the total value of 
land produce in British India would be Rs. 720 crores, and 
on this calculation the agricultural produce per head of 
the population will be about Rs. 29 or say Rs. 30. All 
these estimates, more or less rough guesses, point to the 
conclusion that the average agricultural production per 
head of population is exceedingly small and has not in* 

1 Dr. Mann’s investigations show that the income (profit) per acre 
in the village of his inquiry is Ra. 14-8. Calculations as to the 
agricultural yield would put the value of the produce per acre at Ea. 35. 
At the prices of fifteen years ago, this means Es. 24. 

Mr. J. C. Jack, I. C. S. (The Economic Life of a Bengal District— 
A Study) estimates the average income per head in the District of 
Faridpur at Rs. 52. 

Dr, Gilbert Slater’s estimate for the Madras Presidency is Rs. 78 
per annum per head of the population, the value of the agricultural 
produce alone being taken at Rs. 230 crores for a total population of 
41,405,404. 

2 See Government of India’s Resolution on Land Revenue Policy,. 
1902. 
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creased daring the past few years. The increase of popu- 
lation between 1881 and 1911, amounted to about 5 crores. 
As Mr. Archer' has pointed out, this is just about the 
population of overpopulated Japan, and it means that 
''assuming the India of 1881 to have been just able to^ sup- 
port herself, with very little over, a development of her 
resources, equivalent to the whole resources of Japan, 
ought to have taken place in thiry years, if she was not to 
find herself, sensibly poorer, per head of the population.’ 
India’s progress, evidenced by her commercial and indus- 
trial statistics, can not certainly be taken to have amount- 
ed to these dimensions. 


77. Patnines: — Famines which have harrassed 
India so frequently are now unknown in other civilized 
countries though they were common there formerly.® A 
famine is a serious disturbance of the normal equilibrium 
between the supply of and demand for food. In advanced 
countries which have diverse industries, the deficiency can 
be made up, by larger imports as having the wherewithal 
to purchase food grains they have the whole world to 
draw upon, India has no diversity of industry ; nor is she 
rich enough to buy large quantities of food from foreign 
countries, though in times of famine, exports of food grains 
stop and imports are stimulated, 


It has been said that Indian famines are not so much 
famines of food as famines of the means with which to 
purchase food. This is to a large extent true. And now 
though the railways facilitate the transport of food grains 
from one part of the country where they are available, to 
that in which the crops have failed, and to that extent the 
horrors of the calamity are minimised, a famine must al- 
serious crisis of under-production, unemploy- 


India and the Future. 


. 2 “ To-day they are found only in the agricultural and mining 

iminatnes. They are not as a rule very hurtful, except in countries 
induetnally backward. A failure of the wheat crop may cause terrible 
famines m poor countries like India or Russia, and the insufficiency of 
certain raw matenais may throw factories idIe,”_Gide : Political 
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ment and abnormal prices. Fortunately the whole country 
is rarely overtaken by famine at the same time and trans- 
port facilities so vastly improved of late, give a large mea- 
:sure of relief. Like commercial crises, scarcities and 
famines have a cyclic order in India. Hot to go to earliar 
famines, we may refer to the failure of the monsoon in the 
United Provinces in 1907. Besides the other evils it entail- 
ed upon the people, the famine was resposible for a defici- 
^ency in food production equivalent to an amount of grain 
sufficient to feed the 48 million inhabitants of the province 
for five months. The total loss on food crops at both har- 
vests, in terms of money, was put at Rs. 42 orores while 
the total loss on other crops was about Rs. 15 crores. This 
will show the magnitude of the evil which frequently over- 
takes one part or another of this country, and agricultural 
production has to be discounted to that extent. 

Famines and scarcity are, no doubt, caused by a fail- 
ure of the rains and sometimes by floods, and Government 
have developed an elaborate system of preventive, pro- 
tective and relief measures. It has minimised the danger 
of the loss of human life and also of cattle life. But as 
the Famine Commission of 1880 pointed out, no protective 
measures can be adequate which did not include some 
attempt to diversify forms of employment. The problem 
of production and population cannot, therefore, be solved 
by these indirect methods, however useful they may be in 
themselves. A bold frontal attack must be levelled at the 
evil and the productive capacity of the people must be 
raised. 

The grooving demand for the raw materials of India 
and the higher prices which some of them may often com- 
mand, should not be regarded as a gratifying indication 
of the growth of that capacity. That is, after all, a sub- 
ordinate factor in the situation. Of course, larger exports 
of cotton, jute, oil seeds and hides at the higher prices will 
mean a larger supply, and therefore production, of wealth 
in the country. That is, however, an inadequate and pre- 
carious source of wealth- creation. If those raw materials 

are produced in larger quantities, if there is a steady im- 

22 
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provement in their quality and if an increasing portion 
of them is manufactured in India with Indian lab^^ and 
Indian capital and under Indian management, there wUl 

A for workers of different grades and 

Ae addition to the national income will be enormous- 

to support the existing or 

of 

not of nature can- 

Relief afford^ But they are not absolutely irresistible. 

enounh ?h ^ ‘'"“^Port is not 

mos/ha productive capacity of land and the people 

nation muS^rT** economic backbone of the 

nation must be strengthened. The effects of famines are 

mulative and the destruction of cattle and the loss of 
^ncultural produce caused by them must be made good 

that ‘ th Ar« ® ^ occasional famines. He held the view 
whiVT, ® people every year to feed from land 

of o«i-ATrn« I- e-bout One-fifth 

of grain wh^foV"^'®* 

mZZ f ®eB their surplus grain and make 

provS meals tempting opportunities. Im- 

^®yats, but there a re no stores to draw upon in 

facturedgootk l7dk*° import nianu- 

seller in the markets of the w M T” * P°*‘do“ »» buyer and 

t!ie agents of prodtietinn n« * ^ ^ concentration ot 

advantageous, must be on ind^f ^ undertakings is to prove 

natural LoejrfTntrn^C^^^^^^^ ft tl-e' 

nim, then deliberate and determ^ned“ac«or that 

lioveday: Indian Famineg. ^ nlone can achieve it.”' 

2 Memorandum on “ Condition of India.” 
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times of scarcity and famine. The food of the people ha® 
tints become dear and its supply precarious. 

The Famine Commission of 1880 laid its finger correctly 
on the root cause of famines, viz ^the unfortunate circum- 
stance that agriculture forms^ almost the sole occupation 
of the mass of the population’ and stated that^ ‘no remedy 
for present evils can be complete which does not include 
the introduction of a diversity of occupations, through 
which the surplus population may be drawn from agricul- 
tural pursuits and led to find the means of subsistence in 
manufactures or some such employments/ The Commis- 
sion made a number of very valuable recommendations in 
this direction calling upon Government to initiate a policy 
of direct encouragement to economic development* But 
practically no action was taken on them and after about 
forty years the same policy has been urged upon the State 
by the Industrial Commission. 

78, The ©Utlook:-— -The above discussion drives 
us irresistibly to the conclusion that without a diversity of 
industries and an enormous increase in its productive 
power, India can hardly maintain even its present 
population, much less steadily growing numbers. An 
increasing population must thrust the country deeper into 
the mire of proverty and misery. A steady growth of 
population in a country may be an indication of progress 
and prosperity. It may also be as much a cause as an 
effect of national poverty and decadence. The present 
standard of living of the mass of people is very low and 
the situation will be intolerable to all those who are 
anxious to see a substantial rise in it. Whatever pro- 
gress is being made, will be just sufficient to overtake 
the normal growth of population. And what is wanted 
is a rapid improvement in the economic condition of. 
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the people, which can be secured only by increased 
efficiency.’ 

This gloomy picture would lead one to ask why the 
problem should not be attacked from the end of population 
also. A restriction of the growth of population will have 
the same effect as an increase in the quantity of subsistence 
as a larger share of national income will be available for 
distribution. The average increase of population, meaning 
thereby the excess of births over deaths, is by no means 
high in India. Whereas-the natural increase per thousand 
of the population is 10 in the United Kingdom, it is only 8 
in this country. This figure is low not because the birth- 
rate is small, as might* be thought, but because both the 
birth-rate and the death-rate are comparatively high.- A 
study of the statistics in this connection relating to the 
principal countries of the worl i discloses the fact that a 
high birth-rate is accompanied by a high death-rate, and the 
correspondence of the two rates means the correctness of 
the Malthusian doctrine* This state of things prevails in 
Rumania, Russia, Hungary, Saxony and Italy, and India 
."tands in the same category with a birth-rate of 38 and a 
cleath-rate of 30 per thousand*^ 

1 “ A real increase of wealth and prosperity comes to nations as it 
does to individuals not from any reckless piling up of coined rupees— 
nor again from any rise of prices— which, as shown before, is. in India 
‘ilinost invariably associated with crop-failures and famine conditions, 
but only from increase in industrial activity, energy, and efficiency on 
the one side, and on the other, from increased productive employment 
of capital With us, there is a deplorable deterioration in both respects.” 
— Mr. Joshi’s Writings and Speeches. 

2 ** Here are countries in which the population is pressing on 
subsistence. It is trying to increase fasier than the means of mipport 
make possible, and the positive check is in operation. Not the positive 
check in its extreme form ; the birth-rate is not at its maximum , some 
limitation of births .there is. But more childern are born than can 
survive and become adults and more persons become adults than can 
survive to peaceful old age. The populations are ill fed, ili-clad, 

ill-housed, ill warmed, ill-oared for in sickness In all these countries 

an indispensable condition for a permanent improvement in the condi- 
tion of the mass of the population is a lowering of the birth rate- 
relaxation of the pressure on the means of support.”— Taussig ; Princi- 
g|))e8 of Economics. 
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79, Remedies. — The conditions prevalent in the most 
backward countries are thus reproduced in India. If our 
birth-rate is high, our death-rate also is high. A-nd a death- 
rate of 30 per thousand means waste of life, cares, anxieties^ 
proverty, disease and distress. It will indeed be an ideal 
thing to be able to control disease and to conquer poverty. 
But in the face of the economic situation as it exists and as 
it promises to exist for years to come, will it notSbe desir- 
able to check the birth-rate and thus relieve the pressure 
on subsistence ? The economic’situation and the prospects 
in India, then appear to call for the application of the 
Malthusian remedy. Late marriages of both men and 
women with a view to the controlling of the number of 
children, is that remedy. The necessity and whole-some- 
ness of marriage are admitted, and therefore Malthusians 
recommend the adoption of voluntary restraint in 
married life. 

We have not the space to notice, and it is not neces- 
sary to do it, the objections which have been raised to the 
self-restraint suggested by Malthas or to discuss the posi- 
tion of the followers of what is called neo-Malthusianism. 
And it is safe to agree to the proposition that “it is advis- 
able that people should not bring children into the world, 
till they can see their way to giving them at least as good 
an education, both physical and mental, as they themselves 
had; and that it is best to marry moderately early provided 
there is sufficient self-control to keep the family within 
the requisite bounds without transgressing moral iaws.”^ 

Humanitarian feelings and solicitude for t e welfare 
of children, if not of the whole nation, no less t. a-" personal 
ambition and a desire for independence • hid vidual 
happiness, would justify the adoption of Mu Jia »a.iiism. 
The pathetic picture of a fairly intelligent .-id > rhaps 
well-educated man, burdened with the axizier * large 

family, at a loss to know how to keep the - , n the 
door and reduced to desperate shifts, to art'^ ^ . y and 
slavishnsss, provokes the reflection that are 

1 Marsh*;!! : Economies of Industry, 
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entirely self-imposed and could have been avoided. And 
this reflection does not fail to arise in the mind even of 
pious and conservative people when they see widowers of 
forty and fifty going in for their second and-third marriage 
and preparing for misery for themselves, their widows 
and their children. 


To our mind, the most urgent and effective remedy, 
however, is for the State to inaugurate large schemes of 
national education and industrial development. The uplift 
of the people from ignorance, apathy and degradation, will 
alone bring about the desired improvement, and the applica- 
tion of the Malthuian remedy is only a counsel of per- 
fection at the present stage of the economic evolution of 
the country. Control of births may be exercised to a very 
limited extent and will come at later stages of national 
progress. Indian poverty is not -‘due to over-population, 
but is the result of under-production. Other nations have 
been increasing as fast as the Indian people, but their 
command over the means of subsistence has growp at a 
faster rate. This is the key to the solution of the Indian 
problem of population. 


80. ^ Indian Attitude. — Malthusianism, and Neo- 
Malthusianism in particular, is sure to shock the average 
Indian mind as it did the European mind years ago 
Hindu law-givers looked, and rightly looked, upon marri- 
age as a necessary social institution and a sacrament 
Perpetuation of the race is a sacred duty, and every man 
has to get out of the debt he owes to his father by leaving 
a son after him. Late marriage is prescribed in ' the case 
of men, but the pertormance of the religious duties of the 
house-holder makes the married state absolutely essential. 

1 , f Hind law-givers 
Show that they laid down rules for a society wh4 re 

qaired for its existence and progress, a growing p .pujation 
of vigorous, healthy men ; and to shirk married life would 
have been regarded as shirking a -acred duty t7Te 
community Prayers were and are olfeu-d to God iov tL 
grant of a healthy and vigorous progeuv, and th4 Hf w 
on ma,ria„ and lh.hon„-l,oWert lif., Sada a ioflSta 
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in the attempts now being made in western countries to 
encourage marriages, to reward large families:and to pen- 
alize bachelors. 

The anxiety of the average Hindu to have a son and 
the shifts to which he is reduced in trying to secure one, 
have been objects of ridicule with certain authors^ There 
is no doubt about the fact that under the influence of reli- 
gion and custom, institutions based upon sound principles 
are in practice abused and diverted from the original pur- 
pose. The argumencs based on religious grounds urged by 
the opponents of the law of divorce in England are instruc- 
tive in this connection. We have suggested above the 
true explanation cf this Hindu passion to procure a son ; 
and critical students of Hindu law and usage have not 
failed to appreciate it.^ We are not, however, prepared to 
lay the whole blame of Indian poverty at the door of the 
fecundity of the Indian people and the Hindu love of off- 
spring. Political condition and economic disturbance are 
as much responsible for the poverty as anything else. 

8L ©hassged SGiiditloBS. — But times have changed, 
and with them must change individual ideas and social 
laws and customs. The struggle for existence — if not also 
education and the efforts of social reformers — is steadily 


1 In the adoption of a son the Hindu aimed and still aims at 
satisfying an exacting group of manes greedy in the other world foi 
recognitiiin and oiierings in this He looks too for appieci»ible benehts 
which he is himself to derive from the future eeiemonie's :tlie fruit of 

which will reach him in the realm of shades .in sois.ewhow acquiring 

a son the Hindu thinks generally that he is making the best of all 
possible bargains for himself in this woild ami the one to come.” — 
^"est and Buhler ; A Digest of the Hindu Law. 

2*Tn modern titnes children are a luxury to the rich, rn encambranco 
10 the poor. In early ages female oHspring s ood io Iho ga,uie poslliou 
but male is'^iie was passionately prized. The very cxi to. co -f a tribe 
Burronnded by enemies, would depend upon Iho mcldplica- 

tion of its ma.*ss. The sonisss father wouli* ii.ii without 

piotection or suppoit m sicaness or old age vrouui bco his lai,d 
puasing into other n.iQiis when he became unable to ciiUi.ate it. The 
necessity for male off-spring ^x^'esded in the case cf I'm Ar^an even 
beyond this world.” — J. D. Mayne : Hindu Law ana Usage. 
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pushing up the marriageable age of girls as well as of 
boys. In fact, early marriages of the latter are entirely 
opposed to the rule df Brahmacharua strongly insisted on 
by the ancient law-givers. And whatever objection may 
be raised on religious grounds to the postponement of the 
marriages of girls, there is nothing to prevent wholesome 
restraints in married life being practised. Such moral 
restraints are clearly implied in some of the old 
restrictions imposed by wholesome custom on married 
people. Though it may be a little difBoult to establish the 
fact, there is no doubt that the average expectation of life 
in this country has declined a good deal, and the strain of 
the modern struggle for exislence is responsible for it. 
The same remark may be safely made with regard to the 
health of the average Indian. Under these circumstances, 
it becomes a duty of men and women in India to see that 
the nation has a healthy and vigorous population which 
will stand comparison with other races, and will not go 
under in international competition. 

To a Hindu, marriage and the begetting of a son, is a 
duty which he owes to society. But it is sorely to mis- 
understand the spirit of the law-givers and of ancient 
practice to suppose that religion imposes upon the house- 
holder the duty of begetting children for whom he can not 
hope to provide and that a limitation of the family by the 
exercise of prudence would violate the injunctions of 
religion and dictates of morality. Manu says : — ** By the 
eldest as soon as born, a man becomes father of male issue 
and is exonerated from debt to his ancestors ; such a son, 
therefore, is entitled to take heritage. That son alone, on 
whom he devolves his debt and through whom he tastes 
immortality was begotten from a sense of duty ; others are 
considered as begotten from love of pleasure.” 

If it was the sense of duty to society which animated 
ancient laws regard to marriage and progeny, may 
not the same use of social duty be pleaded in favour of a 
limitation of fp tiilies ? * Love of pleasure ’ Manu speaks 
of, or blindr es? to the future? brings on misery to the in- 
dividual and society and moral restraint which religion 
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and reason insist upon, is calculated to make for heiLCi. 
wealth and happiness.^ Hindu iaw-givers had a certain 
condition of society in view when they laid down their 
precepts* Modern conditions may require a modification 
of those rules. Changes in circumstances and ideas demand 
changes in social laws. 

A low or declining birth-rate is regarded as a sign or 
advancing civilization, and it is beiievred that the lowe'* 
the birth-rate, the higher is the prosperity of a nation. Tne 
present tendency in western countries is low. rds a steads 
decline ot the birth-rate accompanied by growing maieria' 
prosperity.^ 

82« Vicious 6irclc« — In the matter of this question 
of a declining birth rate, we seem to move In a vicious 
circle. The birth-rate goes down where economic condi- 
tions are satisfactory and the intellectual and educational 
level is high, and a low birth-rate is required to improve 
the economic condition of the community. Prof. Taussig 
says that the causes of the declining birth-rate are to be 
found in the intellectual and material forces which have 

1 Malthas himself quotes in his ‘ Essay on the Principle of Popula- 
tion’ (Chapter XI), passages from Mann and points out vanous 
circumstances which, in his opinion must have operated in India 
preventive checks do population. He says —‘From all these circuiL- 
stances combined it seems probable that among the checks to population 
in India the preventive check would have its share : but from the 
prevailing habits and opinions of the people there is reason to believe 
that the tendency to eaily marriages was still always predominan: anv^ 
in general prompted every person to enter into this state who <ionId io:h 
forward to slightest ch ince of being able to maintain a family.’ 

2 “ The general debne of the birth-rate in advancing countries ; 
the accentuation of that decline among the well-to-do : the probability, 
almost certainty, that with wider difEusion of piosperity ti:e tendency 
will spread more and more to all classes— at times is due to social and 
industrial ambition. Some wi iters have discussed the change as if i: 
were automatic, as if the lower birth-rate among the well-to-do we.e the 
natinai and necessary consequence of their having a kige income. The 
connection between income and biith-rate is the other wa}" , risins: orcs- 
peiitj is rather tlie eir''ot ti an the cause of declining pressure. The 
fundamental cause is the wish of each family to promote its owr mate* 
lidi welfare.”— Taiissing , Principles of Economics. 

23 
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so m'oiiderfuily stirred^ the people of western Europe during 
the last century : the spread of education, newspapers and 
books ; cheap movements by railway and steamship ; the 
stirring of stagnant population by the new modes of em** 
ployment, by large-scale production and the factory 
system, by the changes through emigration.*' ^ 

Unless then the stagnant population 6f India is edu- 
cated and stirred and unless new modes of employment 
and methods of production are adopted, how is the birth 
rate in this country going to be checked ? And will it not 
be much better if national efforts are directed towards the 
creation of those conditionss which hold the propensity to 
iTiiiltiplication in check ? 

These questions are suggested by the existing econo- 
mic. political and social conditions in India. The abori- 
ginal tribes are the most prolific races in India. The 
prolificness of the Mahomedans seems to be greater than 
that of the Hindus. It must be greater among the lower 
and poorer classes than among the higher. The exhorta* 
tion, therefore, addressed to the people that instead of 
allowing the hand of death to limit the population to the 
means of subsistence, they should keep it under control 
and cultivate the habit of cutting their coat according to 
the cloth that is available to them, is bound to prove in- 
fructuous in India where of the total population of the 
c ountry, only 59 out of every 1,000 persons are literate in 
the sense of being able to write a letter to a friend and to 
read the reply, and the literacy is divided very unequally 
between the two sexes, only 10 females per thousand being 
able to write against 106 males per mille* With 94 per cent, 
o: the population not knowing how to read and write, with 
an average income of Rs. 40 per head of the population and 
with about Rs. 15 of per capita foreign trade, it is not 
possible that the causes which have brought down the 
birth-rate in western countries should operate in India. 

The small class of the well-to-do, and the edu- 
cated people who are a minute section of the popula- 
tion and who feel the strain of the struggle for existence 


1 Fnn 'iplea of Economics. 
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its 

most, may indeed exercise the •moral check to tr.eir 
advantage, but that will not appreciably affect T'ce 
national birth-rate. The generally high birth-rate in 
India is attributed to the large proportion of marri- 
ed women and this is not likely to be changed for 
years. It is futile to raise the marriageable age of 
boys only, and it is difficult to raise the age in the 
case of girls. We have shown above that though the 
birth-rate in India is very high, the excess of births 
is small, not more than 8 per thousand. While, 
therefore, the application of the Malthusian principle 
seems to be called for, there is a bitter complaint about 
race suicide among the Hindus, at any rate, of certain 
provinces. The increase among Mahomedans and Chris- 
tians is much higher than among the Hindus, and this 


fact is causing anxiety 

to many. 

The 

following figures 

will make the situation 

clear : — 



Actual numbar 1 1 

Van a lion 

pel cent 


i9ii (in millions) 


i89l~oi 

i88i-i9ii 

Hindus 

2i7-5 

5 0 

~*3 

i5*3 

Muslims 

66* d 

67 

S-9 

33 0 

Christians 

3*8 

32 6 

28*0 

io8*i 


The difference in the rate of increase is not satis- 
factorily accounted for by conversions from one faith to 
the others or similar other causes, and it is attributed 
largely to the peculiar social customs of the Hindus such 
as child marriage and piohibition against widow marriages 
The high rate -of infant mortality also keeps down the 
natural increase.' 

It is an interesting phenomenon that the fecundity cf 
marriages is not high in India compared with that in Eng- 

1 Ihe moial of all these facts is plain. The Hindus are not ye: a 
■dying' lace^ but surely they are on that track. Fortunately, its cauBCs 
are perfectly plain. They have to thank their own social custuin^ , 
which, as we shill sec later on, are ruiaing them in>everal other wuye 
^ 00 .* In spite of Muslim rule fur over a thousand years, the Ilind.iS 
formed 80 p^r cent, of the population of this country in 1870, but htiw 

ih^'v ais not even 70, and the decimation comes this lime from witLn 

rmd^not from without — surely a harder foe to combat. The momentous 
•ipiestion is ‘Are we to remain indi^erent in the of this crises. 

M. S, Kamat i The Census of India. 
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land, for instance, in spite of the universality of marriage 
and yearly marriages in this country. The births per 
thousand of females of reproductive ages ( 15-45 ) in 
England and Wales calculated on the figures of the census 
of 1911 were 98 against 128 in India* But if births are 
calculated on the number of married females of those ages 
and not on the total number of females between 15 and 
45, the Indian figure stands at 160 against 196, the figure 
for Engl and. 

83. ©oncltisioii. — Over-population is a relative 
term, and whether a given population may be maintained 
in comfort, will depend upon its productive capacity. As 
a fertile piece of land will feed more mouths than a sandy 
one, a group of industrious persons will produce a larger 
quantity of food and other forms of wealth than one of 
lazy people. A lower standard of living will likewise ena- 
ble a larger number to be supported than a uniformly high 
standard. A growing population must have a proportion- 
ately increasing quantity of subsistence if its standard of 
living is not to be lowered. A community must, there- 
fore, produce more to keep pace with the increase in its 
numbers. An increase in numbers often means an aug- 
mentation of the productive capacity of the community 
and is, therefore, not an object of anxiety. But the law 
of diminishing returns will come into operation when a 
certain stage of increase is reached and the result will be 
deterioration and misery. 

Growth of population, in itself, is not a sign either of 
progress or decay. It is checked by diseases, famines, 
and wars or its growth may be limited by human prudence 
and moral restraints. Under favourable conditions nei- 
ther the positive nor the preventive checks may be called 
into operation and a vigorous population will produce more 
wealth than is absolutely necessary to support it If the 
pinch of increase is felt, migration and emigration will be 
resorted to and the pressure will tje relieved ; and better 
organized and more efficient methods of production and 
distribution will have the same ameliorating effect Ambi- 

1 P. E. Wattal ; Uie Popolation Problem in India, 
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iion, the desire of independence and absorption in intel- 
lectual pursuits will lead people to postpone or avoid 
marriages and the number of children brought into the 
world will tend to become smaller in a community where 
such persons form a large portion of the population. 

There is no doubt about the fact that in India two or 
three generations ago, as in earlier centuries, the means 
of subsistence were ample in comparison with the popula* 
lation. Positive checks were also largely in operation and 
therefore the pressure of population was not felt With 
the establishment of peace and steady govenment, under 
British rule, however, a gradual increase in numbers began 
which was checked only by famines and diseases. The 
increase was n ot accompanied by a proportionate augment- 
ation of the productive power of the people, and indigen- 
* ous industries having declined in the meanwhile, the 
eflfeots of over-population began to be felt. Things began 
to look up a little with the increased demand for India“s 
raw materials and the consequent rise in their prices. 
But this is not enough to meet the requirements of a grow- 
ing population, much less to raise its standard of living. 

The problem may be solved by emigration and intei- 
nal migration. But scope for this is small. Indians are 
not treated well in the Colonies, in some of which the door 
is slammed in their faces. Internal migration is possible 
to a certain extent, from thickly populated districts to 
tracts where population is sparce. Land which is not 
cultivated or which is not properly cultivated, may be 
made to yield a larger quantity of food* But the most 
efficacious remedy is to enhance the productive power 
of the soil all over the country. There are indeed serious 
difficulties in the way, but something may be done in this 
direction. We, therefore, ultimately come to this that 
the pressure of population on the means of subsistence can 
be relieved only by the spread of education, an improve- 
ment in all-round efficiency and by a more efficient or- 
ganization of production. The prospect in the immediate 
future is not, therefore, bright unless vigorous and deter- 
mined efforts are made by Government and people, and 



INDIAN ECONOMICS. 


18 ’; 

i!iorai checks to population would prove useful to a limited 
extent whenever they can be exercised. 

In India, though the actual excess of births over deaths 
is not very large, both the birth-rate and the death- 
rate are highJ Postponement of marriage and cpn- 
scioos limitation of the numbers of children in families are 
tlie preventive restraints suggested by Maithus and advo- 
cated by his followers, which have succeeded in keeping 
down the growth of population in western countries. The 
remedy can be adopted by educated people in India, but the 
masses cannot appreciate the situation. As enlighten- 
ment spreads, the rate of growth declines and the increase^ 
takes place only among the lower classes. The Multhusian 
remedy is not, therefore, likely to be resorted to in such 
a way as to produce any appreciable effect upon the 
natural growth of papulation in India. 

1 •’ Broadly speaking, the actual checks to population ini. China, 
Ir-dia, and many other parts of the world are still those so well describ* 
e i by Malthns, In India, it is true, British rule has abolished civil war, 
a:;d the total population has increased very rapidly during the last 
Ccatiry as railways, irrigation works, and other modern innovations 
have added to the productive capacity of the country. But famine is 
stlii lammiably frequent, and in spite of industrial progress it would 
8 :ira to be true that the population readily rises up to the limits of 
t/e means of subsistence.’' — W. T. Layton » Introduction to An Essay 
OL Populition by Maithus. 



CHAPTER YIII. 


The Economic Revolution 


EBFBREirCES. 

Marshall: Industry and Trade ; BA3rA3L£ : Theory of 
tional Trade; Ra^S'ads : Essays^ on Indian Economic 3 , Str. iaHif - 
India, its Administration and Progress; Chesnsy : lad. an Po fj;, 
D. E. WachA; Four Papers on 'Commerce and Statistics; H j 
Howard . Iniiia and the Goid Standard; Statistical Abstract for Er.tlsj. 
India, Vol. I ; Loyed^Y : Indian Famines , G. V. JosHi Y/ rit.n^fs and 
Speeches ; E. C* DOTT: India in the Victorian Age; Imperial Gazetteer, 
VoL III ; A*K. C NNELL: The Economic RevoHition of India : Hefdy 
Clay : Economics for the General Reader; Annual Adraimstr ttloa 
Reports on the Railways lu India ; AYXlJAL Revie'U or TEE Tr^DC 
OF India; RadHaKUMUD Mukeimee . History oi Indutn Navigit'^i 
and Maritime Activity ; Report of tiie Indian Industrial Ccnrn .35 3 i ; 
Hand book of Commercial Information for India. 

8^. Exchange. — Except in a state of priinirivo 
economic organization, the work of weaith-prodnction 
is not completed till the commodity produced is ex- 
changed for another, and if necessary, taken to a place 
where it will find purchasers. A worker may indeed 
conceivably produce for his own consumption, and not to 
speak of old times, in backward communities even at tlia 
present day, self-sufficing families and communities are 
not quite uncommon. But a division of labour is found 
necessary as a community advances, and specialization 
And co-operation in the case of individuals and groups of 
individuals, characterise the progress of civilization. Indi* 
viduals exchange with one another the goods they have 
produced and thus satisfy their special wants. Whan one 
commodity is exchanged for another without the interven- 
tion of a third, which is the measure of value, we have a 
case of barter, and the use of such a medium of exchanga 
bespeaks the advance of a community to a money 
economy. 
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In the village life of India, exchange is very simple 
and most of it is of the nature of barter. The cultivator 
will often buy his implements and clothes by exchanging 
the produce of his fields for them and wages are also paid 
in kind. Formerly the revenue of Government was paid 
in grain, but the system of barter is fast giving way before 
the use of money and is now almost unknown in towns. 
The medium of exchange having recently come into greater 
use, a struggle for the possession of money as a ticket for 
the purchase of any desired commodity, is becoming 
universal except in out-of4he-way places to which modern 
methods of trade and industry have not yet penetrated. 

It is impossible to overestinate the advantages of 
exchange, and a comparison of the ease with which even a 
person of ordinary means can, now-a-days, obtain a variety 
of articles, necessaries of life and luxuries, in his own 
locality, with the extreme difficulty experienced in the 
matter only a few years ago, wilFbe instructive. Owing to 
facilities of exchange, the villager can now draw upon the 
whole world for supplies. When a district is afflicted with 
scarcity, it can bring grain from neighbouring or even dis- 
tant districts and provinces. Burma thus supplies large 
Quantities of rice to the rest of India in times of drought. 

85. Markets and Fairs# — On market days and 
lairs, villagers go regularly to the neighbouring town, and 
all kinds of purchases are made. These provide op- 
portunities both to sellers and purchasers to dispose of 
surplus produce and to procure the articles required. In 
very small villages, there is hardly a single shop for such 
iiecGSsaries of the rayat as vegatable oil, kerosene, chillies, 
sah and vegetable or luxuries such as sugar, and they have 
to be regularly procured from the town hard by or from the 
market held regularly once or twice a week. At these 
.markets articles can be had in sufficient variety and in the 
required quantity, and the prices also are reasonable. 
Cultivators, weavers, potters and other producers take 
their goods to the market or fair where they command a 
large sale and middlemen and merchants also do a large 
business on market days. 
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Where villagers, whether cultivators or artisans, ex- 
change the produce of their labour directly to satisfy their 
wants, it is a case of barter. The cultivator will then 
obtain his cloth, shoes, earthen po^, &c, from the village 
artisans in exchange for the baluta or fixed grain charge 
paid to them annually. This village system is, however, 
being steadily displaced, and payment of money is be- 
coming common. In markets and fairs, this is, of course, 
the usual practice. Every village of decent size, has a 
shop or two of groceries and this is the only source of 
the supply of articles of every day use to the villagers. 
Other things must be purchased on market days as pointed 
out above. The weekly markets in certain places are of 
great size and attract sellers and purchasers from miles. 
Families lay in a stock of necessaries to last them for a 
week. Knick-knacks, sweetmeat and other articles of 
luxury are generally purchased at fairs, most of which are 
associated with religious or social festivals. 

Any extensive division of labour in the sale of com- 
modities, is not possible in small places. It is only in big 
villages and towns that merchants and shopkeepers 
specialise in the sale of articles. The shopkeeper plays 
a very important role in the village community, and 
in small towns too he discharges a useful function. He 
keeps a pretty large stock of goods ready to meet the 
demands of his customers whenever they may choose to 
buy. He procures his supplies from different commercial 
and industrial centres and retails the articles as they are 
wanted 

Railways, which now traverse the whole continent, 
have revolutionised this old system of exchange. The net- 
work of railways covers the whole country and has brought 
distant provinces in close contact with one another. 
Before the fifties of the last century, the means of com- 
munication in India were difficult, and* though commerce 
was maintained between north and south and east and 
west, it was precarious and its volume exceedingly smalL 
Inter-provincial trade has enormously increased since then 
^nd the surplus of one province and district goes to supply 

24 
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the deficiencies and needs of other provinces and districts 
while the country as a whole has been brought into 
direct touch with the outside world. 

86» Hncient Indian 6oninierce« — This stimulus 
which the improvement of the means of communication, 
such as railways, steamships, metalled roads &c. have 
given, is most markedly seen in the wonderful develop- 
ment of the foreign trade of India, The sea-borne and 
foreign trade of India has had a brilliant history. The* 
valuable products of Indian workmanship and of the 
Indian soil, attracted merchants from all parts of the 
globe and the people of this country carried on a profitable 
trade with the most distant parts of the world. 

In the Vedas there are distinct references^ to those 
who ‘desiring wealth send ships to the sea’^ and to 
voyages of ‘parties of merchants going on the ocean in 
ships with a hundred oars, to distant lands for sale and 
barter.’ In Budhist literature there is frequent mention 
of internal trade routes traversing the continent along 
rivers and coasts, e. g. Broach to Burma, and land roads/ 
Kautilya speaks of the comparative advantages of water 
routes and land routes and cart tracks and foot-paths; and 
differing from his teacher, prefers the route leading to the 

1 *^From the earliest days, India has been a trading country. The 
industrial genius of her inhabitants even more than her natural wealth 
and her extensive sea board, distinguished her from other Asiatic lands* 
In contrast wiih the Arabian Peninsula on the West, with the Malayan 
Peninsula on the East, or with the equally fertile Empire of China, 
India has always maintained an active intercourse with Europe^ Philo- 
logy proves that the precious cargoes of Solornan’s merchant ships came 
from the ancient coast of Malabar. The brilliant mediaeval republics, 
of Italy drew no small share of their wealth from the Indian trade, It 
was the hope of participating in this trade that stimulated Columbus to 
the discovery of America and De Gama to the circumnavigation of the 
Cape bf Good Hope. Spices, drugs, dyes, and rare woods ; fabrics of 
silk and cotton jewels and gold and silver — these were the tempta- 
tions which attracted the first adventurers from Europe,*’ — Sir W. W. 
Hunter : The British Empire. 

2 P. T. Shrinivasa Iyengar : Life in Ancient India. 

B Rhys Davids : Buddhist India. 
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south to one leading to the Himalayas with the remark^ 
* for, with the exception of blankets, skins and horses, 
other articles of merchandise, such as conch shells, dia- 
monds, precious stones, pearls and gold are available in 
plenty in the south/^ The spices, timber and other pro- 
ducts of South India were highly prized in foreign coun- 
tries and Indian luxuries were in great demand in Rome, 

The prosperity of ancient Indian commerce is a 
matter of history, and it will be no exaggeration to say 
that the political development of the nations of Europe, 
and therefore of the whole world, has been shaped by the 
keen competition of European powers for the monopoly 
of Indian trade. The position of India was simply unique.? 

From the time of Darius when " India ' was a satrapy 
of the Persian Empire to Alexander the Great’s invasion of 
the Punjab, from the Mauryan period of Indian history to 
the palmy days of the Roman Empire, from the fall of 
Rome to the Crusades and from the Holy Wars to the 
struggle of Portugal, Holland, England and Prance, India’s 
communication with Western Asia and Europe was main- 
tained along sea and land routes and Indian harbours 
on the western and eastern coasts were ever alive with 
trade in indigenous products like diamonds, pearls, spices, 
ivory, cloth &c. India received payment largely in preci- 
ous metals from the West. The foreign trade was carried 

1 Arthashastra, (Sbama Siiastri's Translation) page 368. 

2 “ Wo shall have ample evidence to show* that for full thirty 
centuries India stood out at the very heart of the Old World, and 
maintained her position as one of the foremost maritime countries. She 
had colonies in Pegu, in Gambodie, in Java, in Sumatra, in Borneo, and 
even in the countries of the Farther East as far as Japan. She had 
trading settlements in Southern China, in the Malayan Peninsula, in 
Arabia, and in all the chief cities of Persia and all over the east coast 
of Africa. She cultivated trade relations' not only with the countries 
of Asia, but also with the whole of the then known world, including 
the eountries under the dominion of the Eoman Empire, and both the 
East and the West became the threatre of Indian commercial activity 
and gave scope to her naval energy and throbbing international life.” — 
Sadhaknmud Miikerji : A History of Indian Shipping and Maritime 
Activity- 
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on for centuries through Persia, Mesapotemia arid Asia 
Minor and over the Arabian sea from and to ports on the 
Malabar coast. The share of southern India in this foreign 
trade, was considerable. 

The history of India’s' foreign trade during the seven- 
teenth and eighteenth Centuries, is a record of the com- 
mercial rivalries and of a struggle for trade supremacy 
among the Portuguese, the Dutch, the French and the 
English. One after another, these rivals dropped out, and 
the British East India Company remained master of the 
field. Just before the first half of the eighteenth century, 
the English had to face the open hostility of the French ; 
and the history of trade is merged in that of territorial 
acquisition, till in 1813 the trading functions of the Com- 
pany in India were brought to a close, except so far as the 
monopoly of trade with China was concerned and this 
also ceased in 1833.” ^ 

India’s foreign trade in the beginning of the nine- 
teenth century, was 'comparatively very small. The 
European adventurers had not been able to penetrate the 
interior of the country and there were no facilities for 
such impenetration. ‘'It was in fact practically impos- 
sible to penetrate inland or to draw thence to the coast 
any of the products of the interior ; and even if facilities 
had existed for local traffic, it would have been impossible 
in the conditions of navigation which then existed, to 
convey to Europe at a profit the bulky articles of low 
value which now maintain great fleets of ocean steamers 
and are the staples of Indian trade.” ^ 

The monopoly of the trade and the disturbed nature 
of the internal state of the country, were adciitional causes 
which limited the dimensions of the foreign trade. The 
East India Company, however, selected precious cargo 
which fetched enormously high prices in England, and 
the dividend it gave in 1833 was 150 per cent. 


1 Imperial Gazetteer, Vol. Ill, page 259. 

2 Ibid. ‘ 
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87* Under 6oiiipaiiy Government.— The Maho- 
medan and Hindu rulers did not and could not devote 
mucli attention to the development of foreign trade. 
European traders secuied concessions from them and esta- 
blished their ‘factories’ at various ports. Abul Fazl des- 
cribes a number of these busy ports and referring to the 
coast of Gujarat, remarks : — ‘‘Through the negligence of 
subhedars and their officers, several of the sirkars are in 
the possession of the Europeans ; amongst the number 
are Dummun, Surjaun (St John) Tarapoor, Mahum, and 
Bussy ‘(Bassien), which are cities and emporiums.”^ The 
country was so rich that it was not felt necessary to ex- 
change indigenous produce for foreign imports to the 
same extent as it was in European countries which vied 
with one another to obtain the valuable products of India, 
The rulers were self-centred and were concerned more with 
the stability and prosperity of their own kingdoms than 
with the foreign trade of the country as a whole. As Sir 
W. W. Hunter remarks, the British rulers were not temple 
builders like Hindu kings or palace builders like Maho- 
medan nabobs and emperors, or fort-builders like the 
Maratha warriors, but they were essentially builders of 
commercial towns, and their talent* lay in selecting and 
developing centres of trade. In the hands of the British 
East India Company^ which had become a territorial and 
sovereign power by the beginning of the nineteenth cen- 
tury, foreign trade steadily increased in dimensions. At 
the beginning of the eighteenth century the value of ex- 
ports hardly amounted to one million £, but by 1834 it 
exceeded £ 8 million. 

Under the rule of the Moguls and the Marathas, inter- 
nal trade continued to be carried on in the old way. Big 
caravans conveyed goods from one part of the country to 
another and one class of traders specialized in this traffic. 
Abul Fazl describes various centres of industry^ and the 
kind of trade that was carried on with them. Speaking 
of the subha of Malwa he says that 'this province is so 
fertile that it supplies both the Deccan and Gujarat with 


1 Ayeen Akberi. 
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^rain/ Agra> Allahabad, Burhanpur and other large 
cities are described as industrial centres where craftsman 
of all denominations congregated and produced rich 
variety of articles. Among the commodities imported 
into Oudh from the Northern mountains the following are 
mentioned : — Gold, copper, lead, musk, cow tails, grapes, 
pepper, wax, woollen cloths, wooden ware, amber, rock salt 
and glass toys. They were brought on the backs of men 
horses and goats. 

The Industrial Revolution in England which meant 
the introduction of steam power and machinery and con- 
sequently the production of cheap articles on a large scale, 
synchronised with the stagnation and decline of the indus- 
tries of India* which were reflected in and assisted by 
India’s foreign trade. Indian trade was opened to European 
private merchants in 1813, and during sixteen years after 
that date, the Company’s trade averaged £ 1,882,718 annu- 
ally, while private trade averaged £ 5,451,452 annually.^ 

This unfortunate revolution in the course of the 
foreign trade of India was disastrous to her industries. 
The people were driven from their handicrafts to the pftugh, 
and agriculture tended to become the sole support of^ an 
increasing population. The unsatisfactory economic 
condition of India to-day, when our exports consist mainly 
of raw materials and our imports of manufactured goods*, 
may be traced to this revolution. How the position of 
India as a producer and exporter of cotton piece goods was 
reversed, may be seen from the following figures relating 


1 ** The process of the extinction of Indian manufactures went on, 
however, under the now arrangements ; in 1813 Calcutta exported to 
London two millions sterling of cotton goods *, in i"30 Calcutta import- 
ed two millions sterling of British cotton manufactures. The first 
import of British cotton twist into India was in 1823 : in 1824 it was 
121,03011^8.; in iS28 it rose to 4,000,000 lbs. Woollen goods, copper, 
lead, iron, glass and earthen ware were also imported. British manu- 
factures were imported into Calcutta on payment of a small duty of 2^ 
per cent, while the import of Indian manufactures into England was 
discouraged by many duties ranging up to 400 per cent, on their value.’’— 
B. C. Datt ; India Under Early British Eu’©/’ page 293. 
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to the import of Indian cotton goods into England* and 
the export of English cotton goods to India. 

Cotfcon Piece Goods imported into Great Britain from 
the East Indies : — 


1814 

1,266,608 

1821 

534,495 

1828 

... 422,504 

1834 

... 306,086 

;ish Cotton Manufactures Exported to 

1814 

818,208 

1821 

... 19,138,726 

1828 

... 42,822,077 

1835 

... 51,777,277 


88. Features of Foreign Trade.— While this re- 
irerse process was in operation, imports of British cotton 
goods had to pay a duty of only per cent ; while the 
corresponding imports into England were subjected to a 
duty of 10 per cent. Owing to the defective character of 
the means of communication in India and the heavy 
freights which had to be paid on exports abroad, the 
development of trade was very slow.^ A policy of vigorous 
improvement of communications and the construction of 
railways, was commenced in the- time of Lord Dalhousie 
and was pursued in spite of financial difficulties. Interest 
on railway capital guaranteed to companies or raised by 
Government was paid out of revenue and ' cotton roads ’ 
were pushed on with rapidity. Fed with the free trade 
doctrine which had become the economic creed of England 
and urged forward by the self-interest of Lancashire, 
Government was anxious to open the country by means 
of railways and roads in order to facilitate the export of 
India’s raw products and the imports of manufactured 


1 “ Tbe progress of the trade continued, however, to be compara- 
tively slow, owing to the natural obstructions which remained after the 
Company had established its rule over much of the Indian continent. 
During the first half cfthe nineteenth century roads were non-existent 
except where they had been constructed for military purposes ; ofi these 
great routes all traffic was carried over narrow unmettled tracks im- 
possible during the monsoon.” — Imperial Gazsetteer, Vol, III, page 261« 
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goods regardless of the consequences to the economic 
future of the Indian people. 

The steady growth of India’s foreign trade will be seen 
from the following figures 

Imports, includ- Exports, includ- 
ing treasure, ing re-exports. 

Average i834-S to 1 838-9 Crores of Rs. 7.32 .ft. 


Average i834-5 to i838-9 

.5 1 839-40 to i843“4 

51 1844-5 to 1848-9 

55 1 849-50 to 1853-4 

:j 1854-5 to 1858-9 

1859-60 to 1863-4 
1894-5 to 1868-9 

5, i869-7o to 1873-4 

.5 1874-5 to 1878-9 

15 1879-80 to 1883-4 

^5 1884-5 to 1888-9 

55 1889-90 to 1893-4 

•5 1894.5 to 1898-9 

5, i899-i9oo-i9oU4 

1S04-05 

1905- o6 

1906- o7 

1907- o8 

1908- o9 

1909- io 

1910- ii 

1911- i2 

i9r2-i3 

I9i3-i4l 

I9i4.i5 

1915- i6 

1916- i7 

1917- i89 

1918- i92 


15.85 

26.85 
4i.o5 
49.31 
4i.3o 
48.22 
6r.8i 
75.13 
88.7o 
88.56 

110.69 

143.92 
r43.76 

161.87 

178.93 
i5i.53 
160.1 7 
173.47 
197-52 
228.46 
234.74 

166.73 

i5o.li 

198.70 
1 64.06 

188.5 


20.02 
25 85 
43.17 
57.66 
57.84 
63.13 
8o.4t 
90.28 
108, 67 
1 13 93 
135.59 
174.26 
177.30 
182.74 
182.93 

159.46 
i94.3(i 

21 7.08 
238.36 
256.85 

259.09 

187.46 
2o7.7o 
253.72 

244.9 
255.2 


figures foTLlT20^brok^ recently prevailed. The 

2 Excluding treasure. 
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of export and import have entirely been replaced by 
others. The rare and valuable products of India, manu- 
factures as well as raw materials, which were in demand 
in foreign countries, have now given place to such raw 
materials and food grains as are required in th^se countries 
for purposes of manufacture and food. ^ The imports 
consist mainly of manufactured goods which are either 
altogether new to the use of the people, e. g. motor-cars, 
matches &c. or have displaced articles formerly turned 
out in this country. (2) The annual excess of exports 
over imports has steadily increased so that the balance 
of trade is normally largely in favour of India. Bulk 
of this excess represents the * Home Charges ’ which 
this country has to pay annually in England, the 
profits of European merchants and firms and the 
savings of European ofiicials remitted to England. 
(3) The balance of the excess is received in India in the 
form of gold and silver. (4) The net imports of the preci- 
ous metals, though they appear to be absolutely large, are 
not considerable in view of the large population of this 
country. (5) These imports of the precious metals also 
point unmistakably as much to the economic backward- 
ness and low standard of living of the people as to their 
peculiar habits and social customs. (6) Bulk of the im- 
ports, about 65 per cent; come from the United Kingdom 
which, however, takes only 25 per cent, of our exports. 
(?) The profits of this trade and the gains derived from 
shipping, insurance,, banking &c. connected with it, fall 

1 Tho exports of textiles, sugar, coffee, indigo, shawls, silk &c , 
have fallen off and those of raw cotton, jute, oil seeds and tea have 
increased. This increase is largely taken by foreign countries* Thus 
between 1875-76 and 1913-14, the exports to the United Kingdom of 
silk goods fell from 12^4 lakhs to Rs. 1?4 lakhs, of sugar from 17‘^£ lakhs 
to iM lakhs, of indigo from 13^ crores to G lakhs, of shawls from 8 lakhs 
to 12 thousand, of raw cotton"^ from 7M crores, to 114 crores while the 
exports of tea increased from 2 crores to 10}^ crorfes, of grain and pulse, 
from 314 crores to 12 crores and.'of raw jute from 2^ crores to llJ^J crores. 
The imports from the United Kingdom during the same period, increased 
in the case of cotton goods from Bs. 18H to 5914 crores, of hardware and 
cutlery from 46H lakhs to 2H crores and of soap from 2H lakhs to 
6814 lakhs. 

25 
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into the hands of Europeans. (8) By its effect on oonsump' 
tlon and production, foreign trade has brought about a 
social no less than an economic revolution. And (9) inter- 
nally it has tended to establish a new equilibrium of supply 
and demand and the equalization of prices over large areas 
89. Indiistrial Revoliition* — The change in India 
forin a position in which there was a healthy co-ordiiii’ 
tion of the agricultural and non-agricultural industries to 
a condition in which the country has become a big market 
^or the sale of Western, (now Japanese also,) manufac- 
tures and a field for the production of raw materials to 
be manipulated in foreign factories and mills, is a case 
of retrogression which is responsible for the decadence 
and poverty of the peopled The position of dependence 
and helplessness was accentuated by the extension of 
railways which threw into disorder the old economic 

1 “ The great Indian Dependency ot England had, during thi«« 
centuiy, come to supply the place of the old colonies. This Dependency 
has come to be regarded as a Plantation, growing raw prodncr to be 
shipped by British Agents in British ships, to be worked into fabrics 
by British skill and capital, and to be re-exported to the Dependency by 
British" merchants to their corresponding British firms in India and 
elsewheie. The development of steam power and mechanical skill 
joined with increased facilities of communication, have lent strength to 
this tendency of the times, and as one result of the change, the gradual 
rural izat! on of this great dependency, and the rapid decadence of native 
uianiifacture .and trade, became distinctly marked. Even now the 
danger is not over.” — Kanade : Essays in Indian Economics. 

2 “The extraordinary rapidity with which the construction of rail- 
ways in India was achieved, produced an economic revolution in that 
country which like all revolutions, was not unaccompanied by suffering. 
The obligation to save life in times of drought and the necessity of 
linefe of strategic utility ( for it was the mutiny which gave the first 
real incentive to construction ) have been the cause of thit rapidity , 
and it has had for effect the rdest ruction the native industries and 
the concentration of labour on that very employment to which droughts 
nre the most dangerous. Had strategic or economic considerations 
allowed the change to be more gradual, it is conceivable that greater 
powers of resistance might have been ehown by the native indrstries, 
that the lessoris of the West might have been taught hofore desti notion 
w^s inevitable, so that labour might have drifted to other occupations 
m well as to agriculture.” — Loveday ; Indian Famines. 
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organization by bringing the factories of -England int. 
destructive competiton with the handicrafts of India, 

The industrial revolution in England meant the subs- 
titution of machinery in the place of manual labour^ the 
application of large masses of capital to wealth-production 
by professional enterprisers and the conversion of auto- 
nomous workers into factory hands. It meant the pre- 
dominance of manufactures over agriculture and an 
enormous increase in the quantity^of wealth created. It 
required and led to freedom of trade on account of the 
urgent demand for cheap raw materials and food and open 
markets for the disposal of manufactures And it signi- 
fied increased national capacity for wealth-creation an i 
augmented national dividend. But the industrial revolu- 
tion which occurred in this country on the establishment 
of British rule, was n^t only the reversal of the character 
of India's import and export trade and the consequent 
disturbance in the harmony and co-ordination between 
agriculture and manufactures but the decline of handi- 
crafts and other industries and the resultant impoverish* 
ment and demoralization of the people.^ ‘Ihe growing im- 
ports of foreign manufactures and exports of raw products 
precluded healthy economic development and brought 
about stagnation and deterioration. 

1 The economic revolution which took place in England was the 
result of indigenous forces, and, as in the case of all external change » 
which correspond to internal activities, after a period of disturbance 
during which capital and labour shifted to new spheres of action, a new 
equilibrium was established. Capitalists who were deprived of the cld 
sorts of iavestmonts found new ones offered to them, workmen who 
found ;C'ld industries failing, moved to a much larger world of woik. 
But in India the upper classes have lost many of their old sources of li 
corneas administrators, soldiers and public servants of various soitg, 
while the rayat has no compensating source of income in the new trans- 
port service..* "and old industries, apart from agriculture, whicb 

employed millions all over the Country, are being gradually destroyed hy 
foreign competition, which has b'en actually facilitated by taxes to the 
amount of thirty millions sterling squeezed out of the rayot’g ovb 
pocket to pay for improved communications euphemistically called open- 
ing up the country to gfree trade — A. K, Connel : The Economic ile- 
volution of India. 
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The Public Works policy of Government which was 
directed to the rapid construction of railways and other 
means of communication and the use of big steamers for 
the conveyance of goods and of the Suez Canal as the 
trade route to India, joined to the mistaken enthusiasm 
of Government for free trade which was utterly unsuited 
to the condition of India, aggravated the situation ; and it 
will take years to foster a counter-revolution in the state of 
things which developed in the course of the nineteenth 
century- The self-interest of British manufacturers saw 
nothing wrong in this exploitation of India and economists 
lent the support of their theories to the self-complacencjr 
of rulers who congratulated themselves and the country on 
the economic development which they strove to promote, 
Famine and poverty were believed to be natural calamities; 
and foreign trade flourished, railways expanded and public 
finance was prosperous. The administrators saw every- 
thing that they had made, and, ‘behold, it was very good/ 
90# Theory of Exchange* — The whole theory of 
international exchange, is based on the reciprocal advant- 
age exchange confers on nations trading with each other. 
A division of labour thus arises among nations which 
begin to specialise in particular industries for which they 
are best fitted owing to natural or acquired advantages. 
In the early stages of their economic development fami- 
lies and nations were more or less, self-sufficient. But 
this self-sufficiency was found to be wasteful and speciali- 
zation was gradually substituted for it. By concentrating; 
its energies and resources upon the production of goods 
which it can produce at the least cost and exchanging 
them for commodities x^hich are produced under similar 
conditions by other nations, a community benefits itself 
and those nations because production takes place under 
the most favourable conditions and the benefit is shared by 
all. From the point of view of pure economic theory, inters 
national, like internal exchange, is obviously beneficial. In- 
ternational exchange is only an extension of the principle 
of exchange between individuals, districts and provinces 
of the same country., Two nations exchange products 
with each other because that operation confers an equal 
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benefit on both. Trade arises between countries on ac- 
count of the relative and not the absolute advantage that 
results from it England may produce wheat more cheaply 
■than Bussia but she will produce other articles still more 
cheaply and will, therefore, exchange the latter for wheat 
imported from Russia. 

This doctrine is, however, subject to important limita- 
tions in its application to actual conditions. The question 
will be dealt with at length in the next chapter. It is 
sufficient here to point out that free international exchange 
may, under certain circumstances, lead to economic 
development that is undesirable from more than one point 
of view. In the first place, “ The so-called system of the 
territorial division of labour by which the orthodox econo- 
mists assign to the backward torrid zone regions of Asia 
the duty of producing raw materials and claim for the 
advanced European temperate zone countries the work of 
transport and manufactures, as a division of labour in 
production which is fraught with the highest advantage 
to all and is almost a providential dispensation, against 
which it would be foolish to rebel, is not such an in- 
evitable necessity or a beneficent arrangement. 

Secondly, the economic readjustment which follows 
such an international division of labour does not stand 
upon the same footing as the changing and changed 
tendencies of exchange between individuals, classes and 
communities within the same political unit. The cosmo- 
politan ideal militates against the nationalism of peoples 
who are anxious to conserve their industries In the midst 
of international competition and struggle for supremacy. 
Thirdly, the ruin of a nation’s industries caused by free 
international exchange may be an exhorbitant price to 
pay for the advantage of obtaining foreign commodities 
cheap. The loss in productive power may be much greater 
than the gain represented by cheapness of foreign goods 
secured ip exchange for home produce. 

9L Effects of the Revolution.— If the advantage 
of exchange lies in the surplus satisfaction which the 
parties to the transaction obtain, we must make sure that 


1 Ranade t Essays in Indian Economics. 
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there is such a balance of benefit in a nation’s trade with 
foreign countries.^ In the case of India, the purely econo- 
mic revolution went on side by side with far-reaching 
cha-nges in the administrative system of the country* 
Being deprived of its share in Government, the middle 
class lost its enterprise, initiative and energy and consi- 
derable wealth was taken out of the country for the sup- 
port of European civil servants and soldiers. But the 
idismz faire doctrine was in the ascendant, the claims 
of Indians to equality of opportunity in their own country, 
were ignored and the trustees who managed India’s affairs 
for the good of her people were content to trust to natural 
laws, to freedom of exchange and to unrestricted competi- 
tion without noticing the disastrous consequences of their 
rolicy. Even dire famines, diseases, starvation and heavy 
iiiortality and the pronouncements of Famine Commis- 
sions did not rouse them to action. Industrial skill 
deteriorated, the peasantry was impoverished, the middle 
class declined in wealth and influence, indebtedness grew 
and there was an all-round weakening of the muscles of 
enterprise and production. 

i We are often told that one of the advantages of the expansion 
o£ our import trade is that we get our supply of manufactured articles 
lurch cheaper and belter than we can have ourselves with our present 
lueans and appliance^. This is true enough and is no doubt our gain 
-s consumers but what a price are we paying for this gain, as jyroducer 
and labourers ? Our home njsnufactures are aimcst now gone down 
ami this collapse means to us much more than is commonly supposed. 
( istly ). It means to us the disruption of our industrial organization 
r».ad a change from a many-sided system to one resting on the basis of a 
Single industry : ( 2n.)iy ) it means tons the transfer, enforced, com- 
pulsory transfer of one half our industrial population from fields of 
1 o labour to fields of labctir, involving as its necessary 

consei^iience a distmot deterioration in their standard of life and com- 
fort ; ( Srdly ) it means to us a fearful faling off in the condition and 
rftsouxces of the middle classes, who are the backbone of every fairly 
progressive community ; (4tiily ) it means to us a dangerous contraction 
of the%tal national provision for a growing population : changes all of 
S3, grave and wide-reaching character, amounting to a most disastrous 
economic revolution highly detrimental to the moral, social and intellec- 
tual well-being of the entire nation.”— -G. V- Joshi^'s Writings and’ 
Speeches, page 651. 
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There has been such a strong revulsion in the mind 
of economic students against the rigidity of the theory of 
international exchange referred to above, that even in 
England^ the stronghold of "orthodox views on this ques- 
tion, many conversions have taken place lately to the 
other side which emphasises the view of national, racial 
and imperial considerations so often ignored by abstract 
reasoners, A writer observes: — And the practical con- 
clusion of it all is, (and it might be inscribed as a maxim 
over a nation's ports in letters of gold), that in the game 
of commerce which is being played between nation and 
nation : — Never sacrifice an instrument of production to a 
foreign nation for the sake of a merely cheaper product 
of the same kind of instrument but better which they 
possess but which -you do not ; but do as you do at home 
and sacrifice it only to the acquirement of the mpeno^ 
instrument of production itself, which cheapened that pro- 
duct— if you can get itd*^ In the industrial revolution 
which occurred during the last century in India, the in- 
digenous producers lost their instruments. They had no 
opportunity to adjust themselves to the new conditions 
and their loss was not the gain of other classes in the 
country but went to strengthen the economic position of 
foreign nations, they being left to drift helplessly and be 
stranded on the rocks and shoals of economic ruin 
The lessons taught to England by the experience of the 
world-war and the action taken by the British Govern- 
ment in connection therewith, throw an interesting light 
upon the unwisdom of the policy of Indian rulers regarding 
our industries and trade for over a century. 

92. ©Mef ©haracteristics.— The internal trade of 
India is several times as large as the foreign trade and 
has been enormously ^ stimulated by improved means of 
communication, the post and the telegraph. The increas- 
ed dimensions of trade, external and internal, have created 
a large army of middlemen who make large profits ant of 
exchange operations, and speculation in the dealings of 
many of the staples is a marked feature of recent 


1 John Beattie Crozler : The Wheel of Wealth, 
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developments. The producer does not get the full value of 
his commodities on account of the intervention of the 
intermediaries and the consumer -also is a great sufferer. 
Before describing the organization of foreign trade^ 
especially exports, we shall point out a few important 
features of our foreign trade in general. 

We give below a few figures relating to trade for the 
years 1904-05, and 1913-14? and the comparison will be 
found most instructive 


Total Foreign Seaborne tiade ( merchandise) 
Exports including re-evpoiti> 
impoits 

Net imports ot treasure 
Net impor s of gold 
T'»wtl mland Hade ( meichandise ) 

, Coasting trade ( lacrchandise ) 
j Froniici tiade ( merclmnilist. ) 

Gloss railway earnings 
Railroad mileage ■ miks 
Total area ( i .000 acres ) 

Cui>.»vated aiea ,, 

Wheat raised ( i^ooo ton--) 

„ ,, 

Cotion { 1,000 bales ) 

Coal ( 1,000 tons ) 

Shipping: tonnage 
Custonifc revenue ( Ks. lakhs) 
r.Aper Ciniency ( gross chculaiion ) 
Popiilaiioa, last census ( i9ii ) 

,) pieceJing census ( i 9 or ) 


1 I9o4-o5 

1 Rs. ( lakhs ). 

I9i3.i4 

Rs. ( lakhs ). 

262,13 

44o,35 

! 157,72 

249,04 

1 Jo4,4i 

i9i,3i 

22,97 

36,36 

9,’'o 

23.23 

558,36 

87o,3o 

76.53 

2J8,72 

I3,l9 

x9,25 

. 39,67 

62,56 

1 27, ’27 

34,699 

535,974 

618,927 

J 207,721 

224,166 

7,583 

8,427 » 

.! 22,423 

28,167 

3,79i 

5,201 

,s‘ 7 4oo 

8,7 

1 8,217 

16,208 

j i3 88r 

i7,3S6 

1 6,20 

10,64 

39,18 

66,12 


3x5,083,772 

1 

294,292,433 


The share of trade per head of population in India 
is small as compared with that of other countries, and 
Is Rs 1 : 3.3 as against Rs. 24.10 for Russia, Rs. 39 for 
Japan, Rs. 232 for France and Rs. 386 for the United King- 
dom. The increase in the value of the trade shown in the 
above table, is largely due to the enhanced prices of 
many of the staple products exported. The exports of 


1 Htatisties relating to the yeais of the war period are not given as 

they represent an abnormal state of thingtr, and the last year of the 
pre-war period is taken for comparison with 1904-05. 
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food grains are almost negligible being, 4 per cent, of total 
production; but the percentage of exports is very high in 
the case'of cotton, jute, tea and indigo, half the quantity 
produced being exported. The following table gives the 
percentage of exports of certain principal crops to total 
production : — 

Percentage of Exports to Production. 


The quinquennium ending in 1918^14. 


Rice... 

... 9 

Seasamum 

... 

Wheat 

... i5 

Sugar 

... 

Cotton (raw) 

... $5 

Indigo 

... 

Rape and Mustard ... 

... 23 

Groundnuts ... 

... 

Linseed 

... 77 

Jute (raw^) 

... 


It is a remarkable feature of India’s foreign trade that 
the bulk of the imports consist of manufactured articles 
and half the exports of raw materials; and this character* 
istic to which we have referred before, as a disagreeable 
indication of the ruralisation of India, distinguishes even 
the latest trade statistics. When after the outbreak of the 
war, the capture-the-enemy- trade cry was heard on all 
sides, it was believed that India would be able to fill in the 
gaps left by the cessation of imports from enemy countries 
with similar products of home manufacture. But little 
success could be achieved in this matter ; and the reason 
why India failed when Japan could jump ^ with a bound to 
occupy our markets, was that this country was ill-equipped 


1 Tlie pre-war average share of Japan in our imports was 2*5 per 
cent. , it increased to 5 7 and to 8*9 per cent, in 1915-16 and in 1916-17 
respectively. “ Since the out-break of war imports from Japan have 
Increased by 266 per cent, as compared with the pre-war quinquennial 
average and the exports by 57 per cent. The chief article of import in 
1916-17 was piece goods which were valued at Rs 2,43 lakhs as against 
Es. 6 lakhs, the pre-war quinquennial average. The next important 
articles were silk goods, hosiery, watches, glass and cotton yarn. As 
compared with the pre-war year 1913-14, glassware increased by Ks. 74 
lakhs, watches by 52 lakhs, hosiery and hardware by Ks. 44 lakhs each, 
sugar by nearly Es. 41 lakhs and cotton yarn by Es. 39 lakhs.’’— Review 
<>f the Trade of India, 1916-17, 

S6 
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with the essentials of industrial progress and had to look 
on helplessly.' 

The grouping of articles of export and import in the 
trade statistics, is not very happy in view of an inquiry 
into the form and character of the articles exported and 
imported. Taking the classification as it is, however, we 
notice the following relative shares of the four different 
categories of articles ’• — 


Expoits ( 1 9 1 3- 1 4) Relaiue sha^e of 
Rs, (lakhs) each class 


I. 

Food, Drink and Tobacco 

.. 64,77 

... . , 26 5 

2. 

Raw materials 

122,46 

... 5 o I 

3. 

Articles manufactured 

54,59 

224 

4 

Miscellaneous 

2,4i 

I 


Total 

244,23 

100 



Imports (i 9 1 3- 1 4) 

Relative shaie 0 |s 



K s. (lakhs) 

each class. 

I 

bood, Drink and Tobacco 

24,65 

I3 4 

2* 

Raw materials etc. 

10,56 

58 

3. 

Articles manufactured 

i45,i6 

79*2 

4. 

Miscellaneous 

2,87 

1-6 


Total 

183,25 

100 


That about 80 per cent, of the total imports and half 
of the total exports of merchandise should be manufactured 
articlesj is a positive proof that Indian people lack the 
opportunities, the aptitude, the enterprise, the capital and 
the skill that are required to turn the raw materials into 
finished products. This represents so much loss of produc- 
tive power, and dependence on a single industry which is 
subject to the operation of the law of diminishing returns 
The expanding imports of manufactured goods are taken 
as a welcome indication of the steadily growing purchasing 
power of the people and therefore of material prosperity. 

1 The Munitions Board did a good d€al in manufactuiing locally 
w'ticles which used to be imported and thus demonstrated the industrial 
possiMihies of India. It is to be seen whether this experience leads 
to any substantial and permanent results in the Jmmediate post-war 
period. 
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It however, forgotteo that they also mean the displace- 
ment of the indigenous industries by foreign manufactures* 

Increasing exports are not always a sign of growing 
prosperity as growing imports may not be an indication of 
decadence. In the case of India the^ expanding* exports of 
raw materials represent the payment of various kinds that 
have to be made abroad. They consist of the Home Charges, 
payment of interest and remittance of profits by foreign 
merchants and manufacturers working in this country. 
Little of the foreign trade of the country is in the hands of 
Indians and the gains of Europen shippers, planters, miners 
bankers, millowners &c., sent abroad take the form of the 
exports for which there is no return, unless a portion of 
these comes back as capital to be invested in industrial and 
commercial -enterprise and even then it is foreign capital 
not controlled and used by Indian industrialists. India’s 
foreign trade will be decidely profitable to her people if a 
large part of the raw materials were worked by them in the 
country and the profits of industry and trade remained in 
their hands. 

There are considerations which ought not to be ignored 
in drawing conclusions from export and import statistics 
of India. The country must certainly import articles 
which it cannot produce or produce cheaply, and export 
indigenous products for which there is a demand in foreign 
markets Indian iples like cotton, jute, tea, oilseeds and 
wheat command hif-h prices abroad, and we can buy with 
these exports a larger variety and quantity of foreign 
goods, conducive to t’le progress and comfort of the people. 
Making allowance 1 ^r the increased prices of the imported 
articles which are purchased with the exports of steadily 
growing value and for the fact that these profits are partly 
absorbed by merchants, shippers, bankers and other middle- 
men, it must be admitted that Ihe cultivator who grows 
the commercial crops has, during the last few years, been 
able to* make some unexpected gain, though his cost of 
production and of living has gone up all round and has 
thus discounted the betterment. 
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India does not receive payment for the whole quantity 
of her exported merchandise in merchandise imports, and 
the balance due to her is paid in fehe precious metals 
because these are in demand in the country as merchan- 
dise for use in arts and because it is -a cheaper means 
for foreign countries to liquidate their debt to this country. 
On account of the large volumes of silver which have flow- 
ed into the country, India has been called a ‘ sink of 
silver/ and the large imports of gold before the war attract- 
ed the attention of the whole woild. India’s favourable 
balance of trade is an important characteristic of her 
economic, financial and currency systems. The balance 
remained high even during war as a result of reduced im- 
ports and steady exports badly required for the prosecu- 
tion of the war. The following figures represent exports 
and imports on private account for two quinquennial 
periods : — 


Excess Exports. 


Year. 

Exports 

i mpon- 

Net Exports 


£ ( Mill. ) 

£ ( Miii ) 


i9o9-iO 

225-2 

78*2 

47 2 


239 9 

86-2 

53*6 

i9ii~I2 

i5i-8 

92 3 

59*5 

I9I2-i3 

i64 3 

107-3 

57-0 

I9i3-i4 

365-9 

222 J 

45 7 

Average for 5 yeai s. 

249-4 

97-2 

52-2 

I9i4-i5 

I2I-0 

9r9 

29*1 

1925-16 

i3i-5 

87-5 

44-0 

I9i6-i7 

z6o5 

99-7 

6o 8 

i937-i8 

i6i-7 

ICO*;? 

6r-4 

i9i8-i9 

269 2 

112*6 

56-5 

Average lor 5 years. ... 

248*8 

6o 

5o3 


93* l0dia*s Gold Hunger The normal excess of 
exports over imports is paid to India through the Secretary 
of State’s drawings, which, however, really mean a remit- 
tance from India to London, and the imports of tie pre- 
cious metals ; and large quantities of gold have thus been 
.recently absorbed in this country. We give below^ figures 
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representing the imports of the precious metals into the 
country. During war belligerant countries put em* 
bargoes upon the exports of these metals and trade finance 
was rendered difficult. 

Net Imports of Treasure on Private Account. (Mill. £ } 


Year. 

Gold Coin or 

Silver Coin 01 

Total. 


Bullion 

bullion. 


i9o9-io 

i44 

6-2 

20 6 


i5*9 

5*7 

21*7 

i9ii-I2 

... 25'I 

3*5 

28-7 

r 9 £ 2 ~r 3 

2'*0 

4-3 

29 4 

I9i3-i4 

i5*5 

4*3 

i9*7 

Total 

96*2 

24 0 

.1202 

i9i4-i5 

3 6 

6-6 

13 3 

i9:5-i6 

3*2 

3 7 

69 

i9i6-i7 

... 2 7 

i4 

1*3 

i9i7-i8 

i4*3 

.9 

i5*3 

i9i8-r9 

... *01 

o3 

•oS 

Total 

... 260 

9.9 

35*9 


Looking to the large population of the country, its 
illiteracy and economic backwardness, its lack of oppor- 
tunities for industrial progress and its poverty, this absorp- 
tion of gold is not to be wondered at. Thought it is barely 
one rupee per head of the population, it must be admitted 
that the country will certainly benefit if the gold could be 
used as capital for the industrial development of the 
country.^ 

1 ** It would seem that India is hoarding more than formerly, if 
by boarding is meant the non-productive use of the yellow metal. It is 
used chiefly in the form of ornaments, and as is well-known, most of 
the gold is imported in small bars to meet a demand in the same way 
as piece goods are imported.. .This accumulation of the precious metals 
is far gi eater than would be necessary to develop the railways, schools, 
colleges &e., which are required at the present time. If the gold 
absorbed in each year had been invested in railways at the ordinary 
rate of 4 per cent , the interest alone would amount to Ks. 13 crores per 
annum cr in the aggregate to over Es. 142 crores. Had this been so 
invested there would have been a great increase in production with a 
very considerable mciease in well-being.*’-— Eeview of the Trade of 
India for 1913-14. 
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Some of the gold coming into the country is, even 
under existing conditions, being probably used for produc- 
tive purposes. But the producers are so scattered and the 
amounts falling to their lot are so small that the gold 
imports do not make much impression on the industrial 
situation. And much of the imported gold is undoubtedly 
used for jewellery. But it is an unjust exaggeration to harp 
upon India’s insatiable hunger for gold. With reference 
to the allegation that ‘ an undue proportion of the world’s 
gold supply is absorbed by India’, the Babington Smith 
Committe.e on Indian Currency came to the deliberate 
conclusion that the quantity of gold taken by India was 
not disproportionately large in relation the her economic 
condition.’ If the Indian exports enable the people to 
bay more of foreign commodities so as to promote their 
economic development and well-being, foreign trade must 
be a blessing, and the expansion of this trade is to be 
welcomed and fostered. This elementary principle is 
undeniable. The point, however, is that there will be a 
greater production of wealth and a larger number of 
people will benefit if some of the raw materials now 
exported to foreign countries to be received back in the 
form of manufactured articles from them, could be utilized 
in India and gave scope for the development of the talent, 
skill and enterprise of Indians themselves. Were it not 
for this feature of the question, there would be no interna- 
tional struggle for the capturing of markets, pushing and 
-dumping of manufactures and a keen struggle for the 
promotion of national industries. 

99. Trade ©rganization.-Through railways and 
•ocean-going steamers, the Indian cultivator has been 
brought into close touch with foreign markets. But 


1 Eeport, para* 63. 
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l)etween him and the foreign consumer stand a number of 
middlemen who eat into his profits. There are many 
villages in India which still enjoy their splendid isolation 
as of yore. They consume what they produce and produce 
what they consume. But the interior is everywhere being 
penetrated by the trader who carries off to the trade 
centres all the produce which is in demand elsewhere in 
the country or abroad. Producers of raw produce and 
food grains are poor, ignorant and unorganized and can- 
not make the best of what they can offer for sale. The 
cream of the trade is carried away by the middleman, and 
"the cultivator has to be content with what he is paid. 
This state of things is changing but slowly and the 
districts swarm with traders and their agents who are out 
to make profit even by speculation. 

Take raw jute as an example. The cultivator sells 
his stuff to a ‘bepari’ or petty dealer who has received 
advances from a ‘mahajan* or broker (arathdar). The 
latter sells to the representative of a large exporting firm 
or mill and the prices are regulated by -the condition of the 
market, external and internal As a large quantity of raw 
material like cotton, oil seeds, hides &c. has to be 
.collected from a vast number of small producers scat- 
tered over an extensive area, this machinery of middlemen 
seems to be inevitable. But there can be no doubt that the 
intermediary is an evil and the producers have to organize 
themselves into selling agencies, preferably on the co- 
operative principle. As matters stand, the cultivator is 
at the mercy of the ‘ Dalai \ Co-operative sale and pur- 
chase are being established in a few places and in that 
direction lies salvation. As a buyer or a seller, the 
ordinary rayat or artisan has to accept what prices and 
qualities are offered and the elimination of the middleman 
is the urgent problem of the day. 

95. Means of ©omintitticatioii.— During the 
twenty years 1892-1912, the total mileage of railyrajs 
more than doubled and though the expansion slackened 
during war owing to financial and other difficulties, the 
construction has been resumed in right earnest. The 
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benefit derived by tbe country from railways is undeniable^ 
and there are several parts of it which are clamouring for 
their introduction. The mass of the people, producers in 
particular, have come to appreciate the usefulness of rail- 
ways, which they regard as a blessing because they yield 
them higher prices and profits. It is the consumers who 
grumble at the high prices locally created, though even 
they like the ease and cheapness of transport. Only 
railway policy has been too much dictated by the 
desire to send raw materials for foreign manufacture 
out of the country with rapidity and at a low cost and 4o 
open the interior parts for the reception of imported good^ 
for the people’s consumption. No attention was paid to 
the effects of this policy on indigenous industries and 
enterprise. The question of rates charged by railways 
for goods, has long been debated and the complaint has 
been persistently made that the principles on which the 
rates are fixed are detrimental to the interests of Indian 
industries. Eailways compete with one another and they 
and the ports try to attract traffic to themselves. Lower 
rates are charged upon goods carried from the interior to 
the ports for export and imported manufactures also are 
dealt with similarly. The Industrial Commission has 
recommended the removal of such inequality and in* 
justice. 


1 “ Eailways have now linked up different parts of the country 
and have constituted India into, as it were, one market. The deficiency 
in one part of India now makes itself felt all over the country within 
a very short space of time and is made good at once, the rise in the 
pricedevel being comparatively small. Every village and every district 
which is connected by rail are no longer self-supporting units. The 
powerful and ubiquitous agency of organized commerce has taken the 
place of the former system, the is®lated and self-sufficing village.”— 
K. L. Datta: Eeport on High Prices. 

Tbe number of miles o<^ all railways open for traffic at the end of 
1913-14 wag 34 S56 as compared with 27,727 in 1904-05, the increase 
In the decade thus being 25 per cent. The total number of passengers 
carried was in round number 458 millions of whom about 411 millions 
were third class passengers. The total quantity of goods carried was 
82,013,000 tons. 
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Statistics showing the growth of railway mileage and 
traflSc are given below : — 


Year. 

No of 
Miles 
open for 
traffic. 

! 1 st 
Class. 

Passengers. No. (i,oco). 

2 nd 3rd 

Class. Inter. Class Total, i 

Goods ttaffic. 

Quantity Average 
tons rate per. ton 
Yooo) per M. fps.) 

iS53 1 

20 

... 

«Ol 

i 


... 


i 

oo 

5,697 

... i 

... 



! 



1893 

14,465 

... 

... 

... 


' 

28,84-7 


1 898 1 

21,993 

6 ir 

2,253 

5,o73 

i3i,5i2 

i5r,566 ; 

35.642 

6.00 

i9o3 1 

1 

26,85 1 

594 

2,58o 

7,214 ' 

184,292 

210, 23i 

47.684 

5 G 

i9o8 ! 

! 

!o,576 

74S 

3,327 

io,o 6 o 

284,579 

1 

531.169 ■ 

63,398 

: 09 

I9i3-i4' 

34,656 

8i3 

3,46o ^ 

I2,37i 

4io,96o 

457, 7i3 

82 , 61 3 

+ 64 

I9i7-i8 

36,334 

883 

4,216 

7,7i9 

38i,oi7 

430,269 

85,472 ; 

4.07 


This extension of railways has revolutionised the 
internal trade of the country. The extension of metalled 
roads has assisted in this revolution, and owing to the 
good prices which producers can command, there is a great 
demand for the construction of feeder lines and of roads 
to link up the interior with the trunk lines. There were 
in pre-British times only a few fairly good trunk roads, 
and it was in the fifties of the last century that a system- 
atic effort was begun for extending these communications.’ 
The railways themselves created a demand for metalled 
roads ; and the Public Works Department and the Local 


1 “ Eoads have been difficult to construct and keep id repair. For 
in the great Plains, which are built up of river^borne soil, there is no 
road metal at hand, and until the British had constructed railways, it 
was too difficult and costly to bring stone from a distance. So that the 
roads were merely beaten tracks across the fields, thick with dust in the 
dry season and impossible on account of mud in the wet. In the hil! 
districts, heavy gradients and torrential downpours defied the road 
builder. Even now theie are only 54,000 miles of metalled road in the 
country, that is, less than one mile of good road for each tliirty square 
mile of land.”— 0, B. Thurston : Economic Geography of the British 
Einpire, 

27 
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ihbian economics, 


Boards are now charged with the responsibilitF 'of main- 
taining communications. 

This improvement in communications has stimulated 
trade from the interior to the ports and between different 
places in the interior itself. Many of the railways have 
diverted the old courses of trade, new centres have been 
formed and the prosperity of old trade centres has declin- 
ed. In the interior of the country, bullock parts are still 
indispensable for the transport of goods, though the 
railways and motor transport have considerably displaced 
the carts and the pack animals. The old caravans are no 
longer necessary and exchange has been vastly increased 
by the reduction of the cost of transport. Railway and 
maritime freights have steadily gone down and India’s 
foreign trade has thereby expanded with great rapidity. 

The Post Office and the Telegraph^ have largely 
stimulated internal and foriegn exchange. The rapid 
development of the Post Office will be seen from the 
following statistics : — 


Year 

Miles o£ Mail 
Jines, land 
and sea. 

No. of Post 
Offices. 

No ot post 
cards. 

Letters. 

t 

parcels. 

Packets, 

1 

i8§o-9l 

ioOjCSj 

! 9,4i9 

1 

i 101,052 

179,678 

i,9oi 

10,375 

1 

i9oc-ci 1 

i3i,6oo 

1 I2,97o I 

2i8,35i 

25o,858 

2,679 

i5,i76 


157,759 

1 t8,8l3 

[ 

’ 413.437 

4i3,677 

6,86i 

56,9:8 

I9i3-J4 ' 

! 

i55,Eo6 

j 18,946 

455,945 

467, o7i 

12,667 

57,8i6 

39i7-iS ! 

3 57,605 

l9,lio 

531,629 

470,867 [ 

i4,i5o 

42,822 

N. B — |The figures! 

are in thcu 

sands. 





96* Inland trade. — Complete and reliable statistics 
for internal trade are not available. But from those that 
are compiled^ it is estimated that the inland trade is about 


1 The number of inlaod telegraphic messages increased from 
millions in 1900-10 to about 15 millions in 1913*14. The increase in 
the nnmber of foreign messages was from 12|: lakhs to 16| lakhs. 
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three times the foreign sea-borne trade. But this does njt 
take into account the trade by rail and river between the 
internal divisions of provinces as also the unrecorded rai"’- 
borne traffic between one station and another within the 
the same internal division or trade block of i province 
within a Native State. If these are included the total 
internal trade will he m^ny times the foreign trade jf 
the country. 

The port towns of Calcutta, Bombay, Karachi, Rangoon 
and Madras play an important part in the internal trade ; 
and the bulk of the traffic, representing about two thirds of 
the total trade, flows directly to and frdin the chief ports. 
“The articles of exports are generally indigenous, and the 
Importance of the provincial trade depends on the prodoc- 
tion of the staple articles in the respective provinces. 
Bengal’s position in the inland trade is high on account 
of jute, rice and other food-grains, oil-seeds, coal and tea 
produced in the province. Bihar and Orissa is important 
for its enormous production of coal. Tea is the staple 
product of Assam ; cotton, wheat and seeds of the Bom- 
bay Presidency and Sind ; cotton and groundnuts in the 
Madras Presidency ; spring and winter crops (e. g., rice, 
wheat, gram, lin-seed, rape-seed, &c.) in the United Pro- 
vinces and the Punjab chiefly account for the large move- 
ment of these articles to Calcutta, Bombay ports, Madras 
ports and Karachi” * 

1 ** For nearly forty years India has possessed a system of inland 
trade registration, and in this respect is more fortunate than most coun- 
tries The registration of the trade is done mainly from invoices by 
the audit offices of ^ railways, by inland steamer agencies, and by 
Tegistration pests at selected river stations. For this propose the country 
Is divided into seventeen trade blocks, which are further subdivided into 
minor or internal blocks.’’ The quantity and value of total merchandise 
imported and exported from Provinces, Native States and chief sea- 
ports, by rail and river, were as follows ; — 

Quantity ( in thousands of tons ). Value ( in lakhs of Rs.) 


1913-14 


67,502 

... ... 8,94,06 

1914-15 


63,346 

7,87,02 

1915-16 

••• *»♦ 

64*914 

8,95,77 

1916-17 

(EstimateiJ) 

67,625 

10,14,38 

1917-18 

»*« 

67,309 

1 0,26,55 

1918-19 

(Estimated) 

68,636 

12,18,81 
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The need of improvisig Indian harbours, has been 
already’ adverted to. And the attention of Government 
has been recently called to this question. Extensive 
schemes of expansion and improvement have been and are 
being carried out in the larger ports. Bombay has now 
three fully equipped wet docks, having a total water area 
of 104H acres and a total quayage of nearly 414 miles ; 
aiso two dry docks. Over two hundred hydraulic cranes 
are in use in the wet docks. Direct communication has 
now been established between the docks and the railways 
and goods depots. Similar improvements have been 
effected at the Calcutta and the other ports.^ 

Though the population of the country is mainly rural, 
and its foreign trade is centred in the larger ports, thei^ 
are in the interior, a number of commercial and industrial 
towns which serve as distributing centres. Thus Cawnpur 
is an important railway junction, situated at about 870 
miles from Bombay and 630 miles from Calcutta. It is^ 
therefore, a convenient centre for the distribution of 
foreign goods, and its factories also produce a variety of 
commodities such as leather goods, cotton textiles and 
woollens. Lahore is the chief trading centre for the agri- 
cultural produce of the Punjab. Similar mention m%y be 
made of Lucknow, Hagpur, and other growing and 
prosperous towns.^ 

The coasting trade from one port to another in British 
India, Native States and Foreign Possessions is of a 
similar character, and its total value in 1918'“19 was 157 
ciores, an increase of 43 per cent, over the pre-war quin- 
Quennial average. The land frontier tra4e is much smaller 
and was valued in the last pre-war year at Rs. 21.44 crores. 
Persia, Afghanistan, Dir, Swat and Bajaur, Central Asia, 
Nepal, Tibet, Sikkim, Bhutan, Western China, Shan States 
and Siam, participate in this trade. The imports from 
these places consist mainly of raw materials such as wool, 

1 See page 50. 

C See paper on £ho subject by.Sir George Buchanan read at the 
Eoyal Society of Aits, April 1920. » 

3 [I&ndbook of Commercial Infornu^tion for India 
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timber, hides &c., and the exports to them of piece goods, 
metal manufactures &c. 

97* Extinction of Itidigenoas Shipping-— Every 
maritime country sets a high value upon the ship-building 
industry and on shipping; and the incalculable importance 
of these was brought home to the world during the great 
war by the way in which England and the U. S. A. main- 
tained their hold upon the seas and conveyed food, muni- 
tions and soldiers over long distances through water. At 
one time Indian shipping was extensive and the ship- 
building carried on in Indian ports was a profitable 
industry.^ But the old vessels and sailing ships have been 
displaced by foreign steainers most of which are of very 
high carrying capacity. The total extinction of Indian 
shipping and the entire dependence of this country lor 
transport of its exports and imports upon the mercantile 
marine of other countries, is a striking feature of the 
economic revolution which is the subject of the present 
chapter. And the total freight on the growing foreign 
trade of the country means a loss of no less than Es. 30 
orores a year, to which must be added the heavy loss to 
the people on account of the disappearance of a valuable 
industry. An idea of the shipping engaged in the Indian 
trade may be obtained from the following statistics : — 

1 Thus has passed away one of the great national industries of 
India after a loDg and brilliant history, covering, as we have seen, a 
period of more than twenty centuries. It was undoubtedly one of me 
triumphs of Indian civilization, the chief means by which that civilica- 
tion asserted itself and influenced other alien civilizations, India now 
Is without this most important organ of national life. There can hardly 
fee conceived a more serious obstacle in the path of her industrial 
development than this almost complete extinction of her shipping and 
’Ship-building.”— Kadhakumud Mookerji : History of Indian Navigation 
Jind Maritime Activity. 



INDIAN ECONOMICS. 



No. of vessels. 

Tons (lOOO) 

1910-11 

8.561 

14,994 

1911-13 

■ 8,868 

ll,616 

1912-13 

8,749 

17,484 

1913-14 

8,617 

17,386 

1914-15 

7,960 

12,857 

1915-16 

8,634 

12,152 

1916-17 

10,386 

11,954 

1917-18 

11,459 

10,868 

1918-19 . 

9,491 

10,479 


Since the opening of the Suez Canal, foreign trade 
has been carried mostly in steamers at the expense pf 
sailing vessels. “A few sailing vessels still visit Calcutta,, 
but the sailing ships entering other ports are now almost 
entirely those classed as native craft which, though 
nunierous, contributed in 1913-14 less than one per cent, 
of rhe tonnage, and were engaged in trade chiefly with 
East Africa, Arabia, Persia and Southern Asia. They are 
slowly but surely disappearing.” The vessels which enter 
and clear the ports of India for the most part fly the 
British flag, the tonnage of vessels sailing under that 
flag 'representing about 75 per cent, of the whole, of which 
2 per cent- is the tonnage of vessels under the British 
Indian registry.^ 

98# Foreign Shipping and Subsidies.— Vessels 
belonging to foreign countries are obtaining an increasing 
proportion of the carrying trade, and the Governments of 
those countries pay large subsidies for encouraging navi- 
gation, ship-building and the extension of steam-ship 
routes. The total amount of subsidies of all kinds paid by 


1 Review of the Trade of India, 1913-14. 

In 1913-14 the numbers of vessels under the principal flags were, 
Butish and British Indian 5,454, German 559, Aubtro- Hungarian 285, 
Japanese 191, Norwegian 80 and French 60. 

While, of course, enemy ships disappeared during the war, there 
was a large increase in the number of Swedish, Norwegian, Dutch and 
Japanese vessels that entered and cleared in the foreign trade. Japanese* 
vessels increased from 130, the pre-war average, to 283 in 1915-16 and 
to 477 in 1916-17. 
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the Japanese Government to its steam-ship companies in 
1911 came to more than Rs. 2 crores. With the help of 
the State, J apanese industries and trade have been making 
rapid progress, and shipping and ship-building have not 
been neglected by that progressive nation. The activities 
of the Japanese mercantile marine are no longer confined 
to Asiatic waters, and Japanese steamship companies 
have established direct business with European and Ame- 
rican ports. Japanese firms have also entered import and 
export business in India in right earnest and they are 
throwing their tentacles far and wide. The following 
table shows the nationality of vessels entered and cleared 
in Indian ports. The figures exclude native craft nnd 
vessels ^ engaged in the coasting trade : — 

Nationality of vessels entered and cleard. 



i 

I9II-I2 I 

I 

! 

i9r2-r3 j 

I9l3-i4 j 

1 

i9i4‘i5 

I9i5“l6 1 i9i6 i7 

British ... ... 

5,ri7 

5,i3i 1 

4,827 ' 

4,827 

5,o57 

4,836 

Bntish Iqd'an 

647 

6o9 1 

5o3 

6oo 

539 ! 

762 

Japanese 

I2I 

i9S 

i9r 

iS3 

235 

479 

Norwegian ... 

l34 

I3i 

to 

i58 

i77 

267 

Dutch 

82 

120 

i3i 

128 

1 r4i 

2I3 

Italian 

93 

9o 

73 

83 

9i 

86 

Russian 

•^5 

47 

J4 

33 

1 

45 

Swedish 

6 

II 

l3 

{ 22 

4o 

5i 

French ... •• 

58 

47 

6o 

1 35 


6 

Araeiican 


... 

1 - 

\ 

i 13 

i3 

Geiiiiman 

472 

*5o9 


' ^1*72 


... 

Austro-Himgarian ... 

2I3 

245 

! 285 

83 

i 

... 

Othei nationalities ... 

22 

23 

1 30 

! 

\ 

58 

2$ 

.j — 

Total .. 

7, COO 

7,:6i 

1 

1 5,920 

1 

j 6,349 

^ 6,44y 

1 

i 

: 6,o55 


1 The total entries and clearances in the coasting trade of all 


vessels with cargoes, excluding native craft, decreased, in 1916-17 to 
10,830 vessels with a burden of 13 million tons, from 13,011 vessels 
with 16 million tons in the preceding year and 18,750 vessels with nearly 
29 million tons, the pre-war quinquennial average. In the coasting 
trade the percentage of British Indian vessels in the total tonnage 
excluding Native craft has increased from 8 per cent, in the pre-war 
period to 13 per cent, in 1915-16 and 15 per cent, in 1916-17. British 
vessels formed more than three-fourths of the total tonnage. The 
number of native craft employed in the coasting trade was a little more 
than 150,000. 
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It may be contended that a large mercantile marine 
is not indispensable to the greatness or even to the 
prosperity of a nation, and the contention may be based 
upon the theory of the division of labour among nations 
and of specialization. We may be told that India may 
rely upon England to supply the necessary shipping and 
that it would be wasteful for her to have a mercantile 
marine of her own. But Gide, ^ who describes what 
strenuous efforts " the French Government has been making 
to promote the growth of French shipping, anticipates the 
Free Trade argument ‘that it may be much more advan- 
tageous for a country to have its goods transported cheaply 
by other countries better equipped for the purpose than 
to do it itself,’ and asks in reply’ ‘whether it would not be 
good for a country as favourably situated as the others 
to do it itself/ 

With a growing foreign trade, India is nowhere in the 
matter of shipping and ship-building when compared to 
other countries. Here is an imporl ant avenue of lineal th- 
creation for the Indian people. If India can transport her 
imports and exports in her own steamers, she will save 
Rs. 30 orores a year in freights ® and will give employment 
to thousands of workmen of all grades. It is.anamalous 


1 Maritime transport is a lucrative industry, and that a country 
which, like Holland in former times and England to-day, transports the 
goods of all other countries, will find profit in doing so *, while the 
country which has to apply to other countries to transport its own 
products must evidently pay the price of it. Thus France, who trans- 
ports only a small proportion of her exports, has to pay over 
£ 12,000,000 annually to foreign ship-owners ; while England who 
txanspojtfi two-thirds of the tonnage of the whole world, and who 
besides builds ships for all nations gains by this two-fold commerce 
over £ 80,000,000 per annum.”— Gide : Political Economy. 

2 These efforts have apparently proved, according to Gide’s show- 
ing, wasteful as the nation has hardly received in return even a portion 
of the value spent in subsidies to ship-owners and ship-builders. 

3 The freight per ton to London for Indian rice and wheat, which 
was about 11 g. in 1886, 15 8. in 1906 and £ 1 4 s. in 1914, rose to £ 4 in 
1915 and to £ 8 8 s. in 1916. 



FOREIGN SHIPPim AHD SUBSIDIES. 


217 


that India should be entirely dependent on other coun- 
tries in a matter like this when the traditions of the 
people ensure the success of indigenous shipping and the 
requirements of economic progress demand development 
in that direction. India h^s in abundance the material out 
of which sturdy and enterprising sailors are made They 
ply their boats along the coasts and take them to the 
Persian Gulf and harbours of other neighbouring coun- 
tries* But even the brave Indian lascars are not tolerated 
on British steamers and thus are opportunities to promote 
legitimate improvement denied to Indian people* 
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Freedom of Trade. — The account given in the 
last chapter of the economic revolution which has taken 
place in India and has reduced the people to the state of 
producers of raw materials and consumers of foreign 
manufactured imports, leads naturally to a discussion of 
the question whether it is desirable that trade should be 
left to take its own course or it should be so regulated as 
to move in certain channels with a view to its conferring 
upon the nation specific economic benefits. As we have 
shown in the last chapter, the theory of international 
trade extends the idea of the simple and mutually bene- 
ficial exchange between individuals, to the commerce 
between communities and countries, and on that theory, 
nothing can be more detrimental to humanity than any 
restrictions upon free intercourse between nations* 

This theory took a long time to develop and to be 
put in practice. Commerce with strangers was, for 
centuries, looked upon as a bargain in which onb ^of the 
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two parties derived benefit, and foreign trade was nothing 
but the exploitation of foteign countries for the advantage 
of one’s own nation. The Physiocrats believed that for- 
eign trade, like domestic, produced no real wealth and if 
One of the parties to the bargain gained, it was at the ex- 
pense of the other. They, however, condemned the restric- 
tion of foreign trade on the ground that liberty and free 
competition alone made plenty possible. 

100* Mercantilism — The Physiocratic doctrine re- 
presented the reaction which took place in France against 
Mercantilism that held the European field for nearly 
three hundred years. Adam Smith, following and im- 
proving upon the Physiocrats, led this movement in 
England, and the policy of commercial -restriction became 
discredited there till in 1845 the last shackles on inter- 
national exchange were thrown off and the flag of free 
trade was planted on the citadel of British mercantilism. 
It was at one time the fashion to pass wholesale con- 
demnation upon the thought and policy of Mercantilists 
but they have recently been better appreciated. 

Mercantilist tendencies which prevailed in Europe in 
the sixteenth, seventeenth and eighteenth centuries, are 
thus summarised: — ^‘(1) Towards over-estimating the 
importance of possessing a large amount of the precious 
metals; (2) towards an undue exaltation (a) of foreign 
trade over domestic, and (6) of the industry which works 
up materials over that which provides them; (3) towards 
attaching too high a value to a dense population as 
an element of national strength; and (4) towards in- 
voking the action of the state in furthering artificially 
the attainment* of the several ends thus proposed as 
desirable.”* 

In spite of the obvious errors and exaggerations of 
Mercantilism, the circumstances of the time, it is now 
conceded, necessitated its adoption and even rendered it 
beneficial. Even Adam Smith justified certain exceptions 
to his general doctrine of liberty and approved of the 
English Navigation Act on the ground of defence being more 

1 Ingram : History of Political Economy. 
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important to a nation than opulence. The theory of com- 
mercial freedom was perfected by Adam Smith’s follow- 
ers, and in the hands of Eicardo and Mill, it assumed 
a rigidity which, in its turn, provoked a reaction. By the 
middle of the nineteenth century, the Free Trade theory 
of the Classical School had won a complete triumph in 
Europe. ^ 

lOL Reactioil* — But the sense of triumph felt by the 
advocates of free trade was rudely disturbed by the 
appearance of List’s system of National Political Economy. 
The Political and economic conditions of Germany favoured 
the success of his^book and of the new doctrines it preached, 
and the publication of List’s work was as great a land- mark 
in the development of economic thought as the appearance 
of the Wealth of Nations had been two generations before. 
List’s work was characterised by originality, and he was 
a pioneer in the field of developing national Political Eco- 
nomy. He introduced two ideas that were new to current 
theory, namely, ‘ the idea of nationality as contrasted wica 
that of cosmopolitanism, and the idea of productive power 
as contrasted with that of exchange values.’ 

High hopes had been entertained about the spread and 
acceptance of the free trade doctrine, and it was believed 
that a new era of universal peace and amity had dawned. 
But this dream was shattered by the awakening of national 
conoiousuess in countries which were economically back- 
ward and by the growing desire among them for many-sided 
national development. List maintained that regulation 
of trade and industry was necessary for the systematic 
development of a nation’s resources and of its latent pro- 
ductive capacity, which may be hampered by foreign " 
competition. '‘The American economist, Carey, directed 
kis attack, like List, against the industrial pre-eminence 

1 Freedom of internatioDal trade was accepted as a sacred 
doctrine by the economists of every country. In Germany, as in Eng- 
land, in France as in Eussia, there was complete unanimity among 
scientific authorities. The socialists at first neglected this topic, and 
when they did mention it, it was to express their complete approval of 
the orthddox view.”-— Gide and Eist: A History of Economic Doctrines. 
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of England and substituted for tbe ideal of international 
division of labour tbe ideal of independent nationality, each 
nation devoting itself to all branches of economic activity 
and thus evolving its own individuality.” 

The wave of reaction which was thus ushered in, spread 
all over the world, and there is not a single country in the 
world to day, excepting England, which has not discarded 
the absolute doctrines of the classical school of Political 
Economy. And even in England, the movement against 
an attitude of indifference towards commercial and indus- 
trial organization, has gathered force and the experience 
of the greatest war known to history, has necessitated a 
revision of national economic ideas and policy. 

102. Colonial Policy. — European nations, in the 
grip of Protection, endeavoured to stimulate manufactured 
exports and to discourage imports from foreign countries, 
except raw materials and the precious mefeals. They 
exercised a rigid control over the trade of their colonies in 
the West and the East and manipulated it in such a way 
as to benefit the mother country at the expense of their 
economic development. Spain monopolised the trade with 
her colonies in the new world and tried to prohibit other 
countries from participating in it. The wars of England 
with Spain, Holland and France during the seventeenth 
and eighteenth centuries ware colonial and commercial 
wars, and the jealousies which have marred the friendly 
relations of European powers with one another, during re- 
cent years, have been also commercial. 

The settlements, protectorates and spheres of in- 
fluence of European powers in Asia, Africa and Ameriaa,. 
which are inhabited by backward races, are fields of 
economic exploiiatii>it, and attempts are made to keep 
them as preserves f the trade and industries of the 
mother country. But colonies where white populations 
have settled, ca^i no ^uiger be treated as plantations used 
to be in olden times and the American War of Indepen- 
dence taught a less*' which has been taken to heart. 
The tendency n ,vv vz- . draw together countries inhabited 
by people of the sa.iu' "ace and bind them bv ties of pre- 
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ferential tariffs. Large aggregates thus form customs 
unioas and they trade freely among themselves, only 
penalising the trade of foreign countries. 

While tariff wars are, therefore, waged with foreign 
and rival countries, concessions are given by friendly 
nations to one another. The tariff reform movement in 
England has thus two aspects: it is intended to protect 
British industries against the encroachments of foreign 
nations ; and by it the Dominions are to be linked closely 
to the mother country by a scheme of preferential trade 
within the Empire. Mr. Joseph Chamberlain initiated 
the movement soon after the Boer war, and though, owing 
to the continued prosperity of England, in spite of or as 
a result of her free trade policy, it was discredited for a 
time, the world war added tremendous weight to the 
demand for Protection and Imperial consolidation. ^ 

The case for British Tariff Reform and preferential 
trade within the Empire, stands or falls with the general 
theory of Protection and its applicability to th©' pectrimr 
conditions of England and the other parts of the Empire. 
Round no subject has such bitter controversy raged as 
round that of the comparative merits of Free Trade and 
Protection. Let it be noted here that Protection as com- 
monly understood and defined, is a systematic attempt to 
develop the industries of a nation by the imposition of 
discriminating duties on manufactured goods imported 
from other countries. Import and export duties are the 

1 This essence of British Imperialism and TarifE Reform found 
clear expression in the speeches of Mr. Chamberlain and the writings 
of the Tariff Reforti: League. In March 1907, the London Chamber of 
Commerce passed the following resolution : — 

*‘Tbis meeting of the London Chamber of Commerce ig of 
opinion that the present fiscal system is no longer suited to the needs 
of the country, and that it should be altered in such a manner as will 
enable us, first, to promote the commercial union of the Empire on a 
preferential basis, and second, to raise a proportion of our revenue 
from the impofts of foreign manufactures, which will tend to safeguard 
. our industries from the unfair competition of foieign coimtries.”'**- 
Bee the Authoi’s Indian Industrial and Economic Problems : Chapte.^ 

I and II. 
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usual means employed to protect and promote industries 
and to retaliate upon foreign countries for their policy of 
restriction. Those who are opposed to Protection, insist 
upon the absolute freedom of trade as being essential for 
the development of a nation’s resources and regard every 
interference of he State with the freedom of competition 
as detrimental to 'the best interests of the community, 
and every restriction of trade designed to do harm to 
another nation as a source of injury to one’s own self 
as well as to others. Protection has reference, therefore, 
not only to restrictive import and export duties but also to 
other measures taken by the State such as bounties and 
subsidies, for the protection and encouragement of na- 
tional industry and trade. 

The Protectionist’s potent weapon, however, is the 
import duty with which he fights with the foreign manu- 
facturer and seeks to keep out his commodities in order 
io give a fair or favoured field to the indigenous producer. 
This policy is a legacy of the times of the Mercantilist 
regime, and the spirit of modern Protectionism is the same 
though the form of the protection given and the grounds 
on which it is given, may have slightly changed. Advo- 
cates of Protection also seek to reconcile their theory to 
the general development of economic doctrines and thus to 
defend themselves from the criticism which is regarded as 
justified against Mercantilism. 

103. The ©antroversy.— Opinion on this question 
•of choice between the laissez fairs doctrine and benevolent 
State intervention for the protection of national industries, 
ranges over a wide area. Some pin their , faith to the 
natural order and the beneficence of free competition ; 
others, while accepting this doctrine in general, would 
relax its rigidity under certain exceptional conditions; 
and several maintain that under a system of natural 
liberty, a nation’s prosperity is endangered and therefore 
State regulation of industry and trade are absolutely 
essential. While on the subject of international trade, we 
have shown that in theory exchange of commodities 
between nations, as between individuals, is advantageous 
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to the parties concerned, but that in applying this theory, 
certain peculiar circumstances have to be taken into 
account. As a practical measure, therefore i protection 
will not be a panacea for all economic ills as free trade 
will not prove uniformly beneficial. 

Economists have taken pains to expose the common 
fallacies underlying Protectionism, and some of the 
absurdities of that position, though not obvious, are not 
difficult to appreciate. The faith of the free trader in his 
favourite doctrine is also touching, and it is necessary to find 
out what truth there is in the contention of the two sides. 
What commercial policy it is desirable to pursue in India, 
will best be decided in the light of this discussion, Thei 
Protectionist is wrong, it is contended, in thinking that 
international trade is a necessary evil and that he can 
restrict imports without hampering the course of exports. 
It is by a division of labour and specialization among 
nations that the production of wealth can be condn^ted 
under the most economical conditions to the benefit of 
humanity. Competition gives stimulus to production and 
enables the best that is in nations to come out. Protection 
levies a tribute on the whole community for the benefit of 
a section of it and the artificial fostering of industries is 
wasteful and demoralizing. It does not matter which in- 
dustries flourish in a country so long as it can exchange 
its products for those of other nations and secure therefor 
a greater amount of utility. Protection dulls the edge of 
industry, creates harmful monopolies, engenders jealousies 
among nations and disturbs the peace of the world. 

Protection can not certainly work wonders and it 
must act within certain limits of general economic ad- 
vantages. The free trader, however, does not take ade- 
quate account of other factors which are concerned in 
the problem. The analogy of the pacifist would here be 
instructive. He hates war and costly armaments. His 
is a noble ideal of peace and harmony. But what is his 
experience of the hard facts of past and contemporary 
history ? Victory goes to the biggest batallions, and small 
and.weak naiions are crushed under the heels of ambi- 
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tious neighbours. The League of Nations so loudiy talked 
of, is yet to prove its existence and President Wilson's 
‘ fourteen po^ts * have remained on paper only as pious 
wishes. The political idealist cannot get rid of the fact of 
the existence of national sentiment and the day is yet far 
distant when the world will become a joint family with 
the nations, small and large, as loving members. Then 
again, the suppression or subordination of national indivi- 
duality does not subserve the cause of civilization and 
progress, and the imposition of free trade under all condi- 
tions, cannot be universally beneficial.' 

While complete freedom of trade and harmonious in- 
ternational co-operation should be the ideal of each nation, 
communities must enjoy the opportunities of self-expres- 
sion. Every nation must develop its own resources to the 
best of its capacity and the world will be all the better for 
being constituted into a commonwealth of fully developed 
peoples. If and to what extent a nation should resort to 
protectionism, must be decided on a review of several 
factors pertaining to the political, social and economic 
conditions of the nation. Protection is unsuited to coun- 
tries the bulk of whose exports are of an industrial charac- 
ter and which require free markets for their manufactures. 
But countries otherwise circumstanced may find it bene- 


1 “ On the other hand, the free traders fail to make allowance for 
an important element in the problem. The essence of free-trade is 
cosmopolitanism ; the essence of protection is nationalism. Free trade 
holds up to our contemplation the ultimate economic ideal, but fails 
adequately to reckon with actual forces. The universal republic is 
far in the distance, and the separate nations still have an important 
funetkn to subserve in developing their own individuality and thus 
contributing distinctive elements to the common whole. Legitimate 
competition pre-supposes, as we have seen, a relative equality of condi- 
tions ; as long as the growing nations of the world are in a state of 
economic inequality, we must expect .and not entirely disapprove the 
effort on the part of each to attain equality by hustening its own 
development. Ultimately, ,no doubt, patriotism will be as much of an 
evil as particularism has now become : but in the present stage of 
human progress, patriotism is a virtue. Free traders often overlook 
the sound kernel in what seems to be the apple of discord.” 

29 
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ficial to resort to protection directly in their own interests 
and ultimately in those of the whole woild.^ 

Some of the evils which come in the wake of Protec- 
tion, are patent, and freedom of exchange and of competi- 
tion must be ensured as far as practicable. But competi- 
tion may be unfair and the weak party has to be protected 
by the intervention of the State. Eestriction may also be- 
come necessary for national defence, and the larger inter- 
ests of the nation as a whole may require the imposition 
of restrictions on freedom, and the regulation of exchange. 
International harmony is a desirable and noble ideal, b^t 
no nation can afford to look on unconcernedly while itfe 
neighbours are arming and preparing to attack it. If am 
other nation sets up a rival industry and promotes it by 
means of bounties and subsidies so as to kill your industry 
ultimately, you have to take measures to protect it. Bols- 
tering up of industries in the face of natural disadvantages, 
is a wasteful proceeding, but stimulus given by the State 
by means of import duties, financial assistance, scietiic 
advice or otherwise, may create conditions that will prove 
favourable to the revival of old or establishment of new 
industries. 

104* The Indian Yiew.—We have briefly- desc^^ed 
in the last chapter the economic revolution which took 
place in India in the course of the nineteenth centui^y# 
England was, at the time the revolution commenced, in 
the grip of the protectionist and colonial policy. Heavy 
import duties were levied upon Indian manufactures going 
into England, and instead of conserving and improving 
the nascent industries of India, the East India company 
looked only to its dividends and political power. When 
England was protectionist, India suffered from her protec- 
tionism and *when free trade became the fiscal creed of 

1 “ But when the economic resources of a country are not yet fully 
developed, it may none the less be desirable to accelerate the pace in 
the interests of its own immediate national progress, with the idea that 
the contributions of fully mature and economically well-rounded nations 
to the ©ommonwealth of the globe will in the long run ezceed the gain 
iinm an uneven and one-sided evolution.” — ^Seligmaa. 
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that country, India still continued to suffer owing to un- 
fair oorhpetition and neglect of the indigenous industries. 
Indian people had little voice in the governance of the 
country and the determination of its policy, fiscal or other- 
wise. Their interests could not, therefore, be safeguarded, 
when other interests, notably those of British manufac- 
turers and merchants, cams in conflict with them. 

The failure of a few early efforts made to introduce 
modern industries into India with State encouragement, 
was enough, in the self-centred and laissez faire atmosphere 
of the time, to lend support to the theory, in its applica- 
tion to India, that tropical countries with their abundant 
raw materials and trying climate were not suited to the 
development of manufactures and must be content with 
agricultural pursuits. Direct State aid to the growth of 
industries would, on this theory, have been wasteful and 
nothing was left for the Government to do except to leave 
private enterprise and competition unfettered and to re 
move obstacles from the path of trade and to stimulate 
freedom of exchange. ‘‘The efforts of the State were con- 
centrated on the improvement of communications and on 
facilitating the flow of trade, which continued, under the 
conditions above described, to consist mainly of exports of 
Indian raw material and imports of foreign manufactured 
products. But feeling which gradually arose among 
thoughtful men In India, that the existing conditions were 
unsatisfactory and were even inimical to national develop- 
ment, was well founded ; and accentuated by the growing 
pressure of foreign competition, and latterly by the stress 
of a terrible war, has culminated in a universal demand 
for a complete industrial system on Western lines. 

To honest free trades it did not matter if one after 
another, Indian industries decayed and the country came 
to depend entirely upon agriculture. They rejoiced that the 
foreign trade of India steadily expanded and they pointed 
to it as a measure of prosperity. Opponents of free trade 
wanted protection, but not for Indian industries. Indian 
markets were to be thrown more widely open to British 


1 Eeport of the Industrial Commission, page 2. 
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laanufactures and closed to foreign goods. India has had 
no independent fiscal policy consonant with the opinion 
of the intelligent public. Indian thinkers enlightened by 
western education and equipped with a study of the history 
of western nations? came to reflect upon the economic 
condition of their country and felt convinced that India’s 
poverty could not be remedied without a conscious effort 
on the part of the State to stimulate indigenous industry 
and Indian enterprise. France, America, Germany and 
Japan had adopted protection, they said, and asked why 
India should not do likewise. 

The impression formed by an outside observer^ like 
Prof. Lees Smith which has been referred to in the foot 
note, of Indian feeling, correctly reflects the situation. 
Being a confirmed believer in the doctrine of free trade, an 
examination of conditions in India, convinced him of the 
futility of protection and led him to the conclusion that 
‘India needs a strong free trade school among her thinkers 
and administrators.’ Among the latter he may find a 
large number of free tradejs. But in the peculiar situation 
in which India stands, he hopes in vain for the establish- 
ment of a free trade school in this country among Indian 
thinkers. The latter appreciate the good points of the free 
trade position and the drawbacks of protectionism. But 
in their view the balance of advantage lies in protection- 
ism judiciously applied. 

Earlier Indian thinkers were strongly impressed with 
the advantage of free trade for India, but they found that 
the Indian fiscal policy was not genuine free trade and 
that the political and economic condition of India pro- 
vided a clear case for the adoption of protection, or it came 
under the exceptions admitted by free traders themselves. 
Since 1882, the Indian tariff has been a revenue tariff and 
the SH cent import duty on cotton piece goods 


1 ** Public opinion in India is overwhelmingly proteotioniat. If 
she were granted her fiscal freedom there is no doubt that she would 
use it to erect a high tariif which from the nature of her trade would 
be directed chiefly against British goods.'’ — H. B. Lees Smith • India 
and the Tariff Problem. 
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raised during the crisis of the war to 7pi per cent* is 
counterbalanced by a countervailing excise duty on cloth 
produced in Indian mills. No fiscal measure has evoked 
a stronger adverse criticism in the press and the Legis- 
lative Council, from Indians and Europeans, than this 
unjust impost. But the Government of India, even though 
sympathetic, has been helpless and the Secretary of State 
for India cannot resist the pressure Lancashire.’* 

105. Indian Protectionists.— Eeferring to the com- 
ment of the Times of India on Lord Salisbury’s telegram 
asking the Indian Government to abolish the import duties 
on cotton, that ‘the real object was to “nip in the bud’® 
the rising factories in India — the ostensible reason assign- 
ed is free^trade,’ Dadabhai Naoroji observed : — “I give cre- 
dit to the Secretary of State for honesty of purpose, and 
take the reason itself that is given on this question, viz., 
free trade. I like free trade but after what I have said to- 
night you will easily see that free trade between England 
and India in a matter like this, is like a race between a star- 
ving, exhausting invalid, and a strong man with a horse to 
ride on. Free-trade between countries which have equal com- 
mand over their own resources is one thing, but even then 
the Colonies snapped their fingers at all such talk. But 
what can India do ? Before powerful English interests, 
India must and does go to the walL”^ 

Mr. Ranade exposed the evils of a laissez fairs policy 
pursued in India and showed how State assistance was 
needed for the economic development of the country. His 
essay on Indian Political Economy, which bears distinct 
traces of the influence of the National, School of Political 
Economy and in which he attempted to apply the most 
recent economic theories to Indian conditions, has become 
a classical exposition of the attitude of Indian thinkers 
on the subject, and his lead has been followed by students 
in the present generation. 


1 Aiitbor’s Gokhale and Economic Eeforms, pages 34-37. 

2 The Poverty of India. 
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Mr. R- 0. Butt’s historical studies and his long expe- 
rience as an administrator led him to similar conclusions.* 
Speaking of the Swadeshi movement, he remarked : —“The 
Swadeshi movement is one which all nations on earth are 
seeking to adopt at the present day. Mr. Chamberlain is 
seeking to adopt it by a system of protection. Mr. Balfour 
seeks to adopt it by a scheme of retaliation. France, Ger- 
many and the United States and all the British Colonies 
adopt it by building up a wall of prohibitive tariffs. We 
have no control over our fiscal legislation ; and we adopt 
the Swadeshi scheme, therefore, by a laudable resoulution 
to use our home manufactures, as far as practicable, in 
preference to foreign manufactures.”^ 

Studying the question of the comparative merits of 
Free Trade and Protection in relation to India, Mr. K. T. 
Teiang came to the following conclusion years ago: — “ The 
net result of our investigations appears to me to be this. 
Objections ordinarily urged against a system of Protection 
to native industry, whatever their applicability in countries 
more advanced in modern civilization, are void of force in 
the circumstances of this country. Looking only at the 
economic aspects of the question, it appears that not merely 
is protection to native manufactures unobjectionable, it is 
even desirable in the circumstances of our country”* 
Sir Dinsha Wacha believes generally in free trade and 
is of opinion that “India owes i(;s prosperity to-day en- 
tirely to free trade and nothing else.” He truthfully re- 
marks that the exports and imports of India would not 
have assumed the present proportions if there had not been 
unrestricted trade. His remarks, however, that Indian 
exports are surplus products, that ‘India is so self-con- 
tained that it can produce all it wants and still export this 
immense quantity of materials ’ and that India would not 
have prospered if there had been no free trade between 
her and England, is not very convincing. Sir Dinsha 
probably refers here only to the increase in the quantity of 


1 India in the Victorian Age ; Chapters on History of Tariffs. 

2 Speech at the Benares Industrial Conference, 1905. 

3 Select Writings and Speeches, VoL I page 177. 
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trade because lie proceeds to observe that India’s old in- 
dustries require to be revived and that * those and other new 
industries would necessitate protection during their in- 
fancy. I am one of the. convinced advocates of Free Trade, 
he continues, *but yet I consider that some protection is re- 
quired for old industries to be revived or for new industries 
to be started.* ^ 

Mr. G. V. Joshi, whose writings are full of inspiration 
and information and sound reasoning, agreed with Mr. 
Eanade, his teacher and guide, that State assistance and 
Protection were absolutely needed for the revival of the 
indigenous industries of India. He regarded the depen- 
dence of the people on agriculture as the sole means of 
subsistence, as the weakest point in India’s economic 
position and pleaded for a co-ordination of agricultural 
and manufacturing industries with the direct help of the 
State. Mr. G. Subramania Iyer held similar views, and they 
are- deary reflected in the following quotation from his 
writings: — “ The British nation must be told frankly that 
the Indian people have no doubt whatever in their own 
minds, that so long as the present so-called Free Trade and 
unequal competition continue, India has no hope of a 
future which will be distinguished by material prosperity.”^ 

The Swadeshi movement, which has found enthusias- 
tic advocates among the best thinkers of the country, 
is based upon the idea of national economic development 
and of Protection. If the State dose not stimulate indust- 
rial progress, the people are prepared to promote it by 
patronising home industries even aba sacrifice as consum- 
ers; and Government has come to recognize the utility and 
reasonableness of the movement. 

Mr. Gokhale learned his lessons in public questions 
from Mr. Eanade and imbibed his spirit of patient inquiry, 
close study and sound reasoning. In a speech he made at 
Lucknow in 1907 on the Swadeshi movement, Mr. Gokhale 
traced the industrial decay of India an& the harm which 


1 I'our Papers on Economics and Statistics. 

2 Some Economic Aspects of British Rule in India, Page 350. 
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free trade had done to fehe country, and observed ; — It 
was, therefore, to the advantage of England that there 
should be no export or import duties, as one result of such 
duties was to add to the cost of the article supplied to 
foreign countries. But forcing this policy of free trade 
upon a country circumstanced as India was, was a wholly 
different thing and was bound to produce results of a most 
disastrous character.” He proceeded The State by a 
Judicious system of protection, should then ensure condi- 
tions under which new infant industries can grow up. 
And until the new industries can stand on their own legs, 
it becomes the duty of the State to have a protection wall 
around. This is what America— already one of the richest 
nations in the world, and one which will yet reach the 
foremost place... has done, and the case is the same with 
France and Germany.” 

106. Policy for India.— We have deliberately 
devoted so much space to a statement of the views held 
on this important question by Indian economic students 
to show in what directio# the thoughts of responsible 
educated Indians have flowed and how our Government is 
now veering to this opinion, thanks to the upheaval creat- 
ed by the war and to the change in the angle of vision 
even of British statesmen. Their economic and historical 
studies, have strofigly impressed Indian thinkers with the 
beneficent efficacy of the measures which most foreign na- 
tions have taken during the last two generations to promote 
their industrial development, and they have been convinced 
that the reasoning and conclusions of the National School 
of Political Economy, are applicable to the conditions of 
India rather than the theories of natural law and of free 
competition of the Orthodox School. It is, therefore, futile 
for outside critics to hope for the rise of a free trade school 
among the economic students of India. The latter appre- 
ciate the free trade doctrine in the abstract and will be 
influenced by it oufy to the extent that they will desire that 
Protection to be adopted in this country should be of the 
right kind and the evils associated with it should, as far 
as possible, be avoided. 
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The subject of Protection has been often discussed in 
the Supreme Legislative Council, the question having been 
raised there by resolutions recommending the imposition 
of protective duties on articles like sugar and the abolition 
of the cotton excise duties- The strogest objection to 
Protection is that it usually fails to produce the results 
expected of it, and those who propose a specific measure 
of protection, have to calculate carefully the effects it Is 
likely to have on the economic condition of the dijfferent 
classes of the community. Mr. Gokhale faced this ques* 
ijion with a judicious frame of mind and weighed all the 
considerations that could be urged on both sides before 
pronouncing his opinion. When the question of the excise 
duties was raised in the Imperial Legislative Council in 
March 1911, by the Hon’ble Mr. Dadabhoy, he gave ex- 
pression to his view in regard to the Free Trade versus 
Protection controversy in very lucid terms. That view 
reflects and ought to reflect the considered opinion of 
every careful student of Indian Economics. Gokhale 
said Coming to the larger aspect of Free Trade versus 
Protection, I would like briefly to state my position in 
this matter. I may say at once that by conviction I 
am not an upholder of Free Trade in all countries and at 
all times. Free Trade can no more prevail universally at: 
present than any other noble ideal, for instance, the 
brotherood of man...In the same way Free Trade for all 
countries may all right in theory, but it will be a long 
day before we shall have it in practice everywhere. And 
till that time comes, every country must take care of its 
economic interests in its own way.’' 

Taking the word ‘Protection’ in its comprehensive 
‘Sense, Mr. Gokhale proceeded to distinguish between the 
right and the wrong kind of protection : — “ The right 
kind of protection is that under which the growing indus- 
tries of a country receive the necessary stimulus and en- 
couragement and support that they require but under 
which care is taken that no influential combinations, pre- 
judicial to the interests of the general community, come 
into existence. The wrong kind of protection, on the other 
30 
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hand, is that under which powerful influences and combi* 
nations of interests receive assistance to the prejudice of 
the general community, the general tax-payers of the 
country. And I believe that the right kind of Protection, 
if available, will do good to India.” As will be shown 
later, some improvement in this respect is provided under 
the recent Reform Act. A new Department of Industries^ 
under a special Member, has been created in -the Govern- 
ment of India for stimulating industrial development and 
the Provinces too now have similar departments which 
will be under popular control. 

The peculiarity of India’s position to which we have^ 
adverted is that the people have no effective voice in the- 
government of the country and in the shaping of the 
national policy, and the large industries and the foreign 
trade of the country are not in the hands of the people. 
There is no constitutional mechinery by which the wishes> 
of the people can be carried out as the Government is not. 
responsible to them. It has'been pointed out how other 
than purely Indian interests carry weight with the Gov- 
ernment, and the Secretary of State for India who controls 
the Government of India, being a member of the British 
Cabinet, is swayed by the pressure of capitalists and 
manufactures in England. If protection is, therefore, to be 
granted to industries, there must be a guarantee that the 
profits that will accrue, will remain in India and not be 
carried away by those who have no stake in the country. 
Under these circumstances, Mr. Gokhale was constrained 
to hold that on the whole, a policy of Free Tride, 
reasonably applied, was the safest policy for this country. 
He thought that “otherwise influential interests, influential 
combinations, and influential parties in England, who can 
have ready access to the Secretary of State, to whom we 
have no such access, will not fail feo take the fullest advan- 
tage of the situation and this huge engine of protection, 
which is a vast power, will be employed, not in the inter- 
ests of the people of India, but in the interests of those 
parties,” 
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I07» Indian Ppotectionism* — 'The Indian tariff has 
long been on practically a free trade basis and this policy 
as well as that underlying the imposition of the cotton 
excise duties, has been dictated by a faith in Free Trade 
and by the influence of British interests whose pressure 
was irresistible. It is the honest belief of some that free 
trade was the right policy for India to adopt in view of 
the undeveloped character of its natural resources and 
the poverty of its people who want a variety of cheap im- 
ports to 'improve their standard of living ; while others 
have made no secret of their opposition to Protection in 
India on the ground that it would be detrimental to the 
interests of English manufactures. 

(!) We hold that in this country, a free trade policy 
would mean only drifting along the whirling currents of 
the world’s economic development; and to be at the 
mercy of the so-called laws of nature and the deliberately 
planned and self-interested measures of foreign countries, is 
. to court disaster. This policy of drift, so long pursued, has 
already proved harmful, and in the international struggle 
for economic progress, this country must arm itself with 
the necessary weapons. 

(2) When we declare for Protection, we must not 
be understood to advocate an indiscriminate imposition 
of restrictive import duties on all manner of articles. 
Other countries like France and the United States of Ame- 
rica, have had Itich high tariff walls erected to keep out and 
restrict the import of foreign manufactures. The Indian 
tariff must be constructed with a view to the interests of 
the country as a whole and to the position of the various 
industries in the country ; and its effect on the different 
classes of the community, must be carefully calculated. 

(3) Import duties do not always tax the pocket of 
the foreign manufacturers and may only mean an addition 
to the sacrifice exacted from the consumer. If the State 
has to make the tax-payers contribute more largely to the 
public expenditure, import and export duties may prove 
convenient and productive. They constitute a favourite 
method of raising revenue, and the free trade conscience* 



236 


'INDIAN ECONOMICS; 


ought not to be shocked if such duties are levied for 
revenue purposes, even when they have a protective 
tendency. 


(4) Here it must be made clear that many queer no- 
tions, full of falacious reasoning, are current in connec- 
tion with this subject in India as elsewhere ; and they 
have to be guarded against. Imports are thus often dubbed 
as dumping and all exports as a drain of the country’s 
wealth. Ignorance and lack of discrimination are respon- 
sible for the popular falacies. 


^ 108. State s Httitnde.— -in view of the extinction of 
opium revenue, the Indian Finance Member was com- 
pelled to impose additional taxation in 1910, and customs 
duties on certain articles W9re raised. In that connection 
Sir G. Fleetwood Wilson observed in introducing his 
financial statement “ I hope I shall not be charged with 
framing a Swadeshi budget in the sense which may be 
seen indicated on Bryant and May’s matchboxes (Support 
Home Industries). I think Swadeshi is good; and if- 
the outcome of the changes I have laid before the Council 
result in some encouragement to Indian industries I for 
one shall not repent it, but I would emphasise the ..fact 
that the enhanced custom duties are attributable solely to 
tte imperative necessity of raising additional revenue.” 
He then went on to point out that even in Free 
trade England considerable revenue duties had been 
imposed for revenue purposes and that*’ in countries 
which depend mainly on agriculture, where the population 

and profitable manufactures 
^ e ong before you can dispense with customs 
receipts as a part of the revenue essential for the adminis- 
tration of the country.” 


Here we notice (i) the Finance Member’s anxiety to 

disown all idea of imposing duties for protective purposes 
?nd the apologetic tone he adopts for appearing to frame 

a Swadeshi budget ;(ii) the necessity he feels to enhance 

customs duties for providing a larger revenue; and (iii) 
1 Speech in connection with the Financial Statement for 1910-11 
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his conviction that in an agricultural and backward coun- 
try like India, the Government must depend, to a consi- 
derable extent, upon customs receipts as a part of its 
revenue* There are several directions in which more 
liberal expenditure is urgently needed e. g. expansion of 
education and improvement of sanitation ; and more 
reliance will have to be placed upon this form of indirect 
taxation to provide the funds required. Faith in the 
free trade doctrine cannot, therefore, be allowed to pre- 
vent the Finance Member from imposing import and 
export duties, though they may have a protectionist 
tendency. 

(5) Protective duties alone will not, however, solve 
the economic problem^ They will assist the indigenous 
industries to compete with their foreign rivals, provided, 
of course, the latter are discouraged by the duties and 
retire from the field or restrict their operation in the 
Indian market An attempt will have to be simultaneously 
made to improve the conditions in which the industries 
work, and to bring them up to the level of their rivals. 
Care must be taken to see that Protection does not entail 
a sacrifice on the consumers while failing, at the same 
time, to make national production more efficient. Protec- 
tive duties will be one of the ways of ensuring the success 
of a new undertaking and must not be allowed to dull the 
edge of enterprise and efficiency. 

(6) The Iifdian Protectionist must also ask himself 
the question if Protection “ might not merely mean that 
the manufacturer who now competes with you from a 
distance, would transfer his activities to India and com- 
pete with you within your own boundaries ? ” ^ The signi- 
ficance of this remark deserves very careful consideration. 
Protectionism in India, as in other countries, is, of course, 
intensely national; and it would obviously insist upon 
purely Indian enterprise being preferentially assisted by 
the State so that schemes of development started by non- 
Indians may not take unfair advantage. 

1 Sir W. Clarke : Speech in the Supreme Legislative Councii^ 
March, 1916. 
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That by the spread [of suitable education, by a pro- 
-vision for scientific research, by demonstrations and by 
means of financial and other aid, the State can and 
ought to promote the industries of the nation, has 
been admitted even by staunch free traders. Experimental 
factories have been recommended and were started in the 
Madras Presidency. Demonstrations are being given in 
agricultural and manufacturing processes. New models of 
agricultural implements and hand-looms are being intro- 
duced. But this work must be done on a larger scale than 
now, and the problem of the manner in which capital may 
be provided to industries in the initial stages with sufficient 
guarantees, must be immediately tackled. Directors of 
Industries have to undertake this work of economic 
organization’ and they must proceed with the same 
enthusiasm as the Eegistrars of Co-operative Credit 
Societies have done. 

(7) While the State in India follows the laissez faiva 
policy in the matter of trade and industries, it has assumed 
in this country several functions which, in other countries, 
are left to private enterprise. The State here is, in many 
respects, more national and socialistic than is usually 
supposed.' The Indian State regards itself as a universal 
landlord; it is the biggest banker in the country and Lord 

1 “ While the problem «£ unemployment and the question of 
•checking the abuse of competition are engaging public attention in 
England, the Governmoat of India has long taken upon itself the study 
of relieving distress and saving lives in times of scarcity and famine. 
Eaihvays and canals have always been practically State undertakings. 
Various tenancy acts and other measui’es have been passed to safeguard 
the poor tenants against the exactions of the landlords. An attempt 
has been made to save the rayats from the exacting clutches of the 
money lender,”— Sir T. Morison.— See the Author’s Indian Industrial 
and Economic Problems, page 176. 
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Morley once boasted of the immense business done by 
the India Office^ The same principle has to be extended 
further and consciously applied to the indusrrial develop- 
ment of the country or lines which have now been ap- 
proved by other national Governments. ^ 

109. Fiscal eoatroversies.— (8) But the free 
trade conscience of the authorities in England who have 
the last word on these matters, and the pressure of vested 
interests in that country which they find irresistible, have 
stood in the way of the pursuit of this policy. The 
demand for fiscal autonomy for India is based upon this 
anomalous position in which the Secretary of State can 
override the wishes of the people of this country, strongly 
backed up by the Government of India and the Provincial 
Governments, as was done by Lord Morley. Whenever 
any question relating to fiscal policy or State assistance 
to industries, comes up before the Indian legislatures, the 
Government in India cannot take action which it thinks 
best in the interests of the country, and it has to confess 
frankly that “ their policy is and must be the policy of His 
Majesty’s Government,” ^ 

The self-governing Dominions enjoy complete free- 
dom in this respect Their Governments have raised 
tariff walls against the manufactures of England and they 
haye been allowed to do so. In this Dependency, how- 
ever, the Government is not allowed to enjoy this neces- , 
sary freedom to manage its affairs in accordance with its 
circumstances and needs, and thus the interests of India 
a-re subordinated to other interests* This is a long-stand- 
ing grievance, and none has given expression to it more 
bitterly than the Government of India itself. The Secretary 
of State, who is a member of the British Cabinet, is directly 

1 “j. If the State can legitimately undertake from borrowed funds 

the construction or subsidization of railroads and canals, if it can afford 
to sell the fee simple of waste lands at nominal rates to European settlers 
on the hills, the road is certainly open for a further development of this 
same industrial effort on new lines.’’— Eanade : Eassays on Imdian 
Economics. ^ 

2 Sir William Clarke in ths Viceregal Council. 
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responsible to Parliament and is subject to the influences 
of British party politics. Parliament itself does not take 
much direct interest in Indian affairs, and British manu- 
facturers and ex-ofScials who are members of either House, 
are able to shape Indian policy. The latter can effectively 
thwart his measures of reform if the Secretary of State is 
independent-minded and progressive, and will strengthen 
his hands if he is opposed to progress. 


As Mr. Gokhale has said, in the matter of securing 
this fiscal autonomy which India legitimately claims' 
there is reaUy not much to choose between the two parties 
in England. The Liberal party, wedded to free trade, feels 
that Indian s salvation lies in the continuance of the exist- 
ing policy and it says that India would be worse off if 
Protection were to become the accepted policy of England 
India’s dependence would be intensified and her industries 
would become more helpless than now. On the other 
hand, members of the tariff reform party point to the des- 
truction of the indigenous industries as the evil fruit of 
free trade, and condemn the cotton excise duties in unspar- 
ing language.^ They, therefore, advise the Indian toeople 
to accept their scheme of preferential, trade within? the 
Empire, though they cannot favour the idea of allowing 
India to frame her tariff according to her peculiar condi- 
tions and interests. The Labour party which favours 
.India s political aspirations, is wedded to freedom of trade 
and IS not likely to support the Indian demand in this 
regard, if and when it comes into power. Did India enjoy 
fiscal autonomy like the self-governing Dominions, her 
position would be enviable while she was cmrted in this 
way by two parties. As a matter of fact, however, what- 
ever policy gets ascendancy in England, has to bathe 
policy of India too, whether it is suited or not to her con- 
ditions. But this state of things cannot continue. 


The problem of protection and fiscal autonomy for 
India IS mixed up with the Imperial problem of preferen- 
tial trade and defence. It has invested the latter question 
with special and immediate i^tere.t. Schemes of imperial 
preference and imperial reconstruction, have been discus- 
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liowever, replied that if the gold on account of the Reserve 
were not drawn to London, it would, in any case, have to 
be transferred there for the purchase of silver when the 
stock of rupees was depleted and gold in India could not 
serve the purposes of currency. It was stated that ** the 
gold in the Reserve in India has been much in excess of 
the demand, that the Gold Standard Reserve has not in 
itself been sufficient io secure beyond question the stability 
of exchange, and that gold in London is more directly and 
indubitably effective for this purpose than gold in India.’* 

The Gold Standard Reserve has recently increased 
very rapidly owing to the enormous amounts of nipees 
the Government had to coin to meet war expenditure 
incurred on account of His Majesty’s Government though 
rising silver prices eliminated all profit on rupee 
coinage for some time. The necessity of earmark** 
ing gold belonging to the Currency Reserve at the 
Bank of England which is said to be ‘ equivalent 
to the export of gold from London to India,’ be- 
cause that gold so set aside against notes issued in this 
country, is not available to the London market, was re- 
moved by an amendment of the law, and the Secretary of 
State for India was empowered, by successive steps, to 
invest the Reserve there up to a total amount of Rs. 100 
crores this limit of securities in England having been only 
Rs 4 crores before the out-break of the war. The total 
invested portion of the Paper Currency Reserve was increas- 
ed by March, 1918, to Rs- 86 crores and later to nearly 
100 crores as against Rs. 14 crores only before the war 
broke out. The Gold Standard and -Paper Currency 
Reserves have expanded beyond all expectations in the 
course of the years of war, and the recommendations of 
the Chamberlain Commission could not give sufficient 
guidance to decide how they should be invested and 
utilised as a permanent policy. 

136. Note Girealation. — Indian currency notes 
‘ are in the form'of promissory notes of the Government 
of India, payable in rupees to bearer on demand, and are 
issued in denominations of 5, iO, 50, 100, 500, 1,000, 10,000 
37 
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and latterly 1 and rupees. They are issued without 
limit at any paper currency office against rupees or gold. 
For the purpose of the note system, India is divided into 
certain circles, and (with the exception of the 5 rupees 
note which was universalised outside Burma in 190?) the 
notes were, until 1910, legal tender only within the circle 
of issue.’ Since then all the smaller denominations 
of notes up to and including those for 100 rupees, have 
been universalised. 

An urgent demand for currency which could hot be 
satisfied with the available stock of rupees, led the Govern* 
ment to think of issuing notes of very small denomi- 
nations such as one rupee, in imitation of the one £ and 
:0 s. notes issued in England to satisfy the enormous 
corrency needs of the war period. The one-rupee notes 
were issued on 1st December, 1917 and notes of the denomi- 
nation of Es. on 2nd January, 1918. The issues were 
first confined to the three Presidency towns and special 
facilities were given for their encashment at the Post 
Offices. In the course of a few months their total issue 
reached.; a value of Rs. 45 lakhs, and the encashments 
amounted only to Rs. 11 lakhs. On 31st March 1919, the 
values of the 1 Rupee and 2J^ Rupees notes in circulation 
were about lOJ^ crores and 1^ crores respectively. These 
notes were primarily issued with the object of supplying 
additional currency and economising the use of silver 
which had become unprecedentedly dear. The above 
universalisation of notes has assisted to expand and 'popu- 
larise paper currency in India. The average gross circu- 
lation of notes was 28.58 crores in 1900-01, 4514 crores in 
1906-07, 65'62 crores in 1912-13, 64 crores in 1915-16, 101 
crores in 1917-18, 133 crores in 1918-19 and the circulation 
exceeded 180 crores in 1919-20. The following table 
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shows zne gross, net and the active circulaticn :f - 
rency notes on 31st March during the past few years ^ — 

-'iross circdation Net^ circulation Active circiiiatiOL 



(erores of Rs.) 

( crores of Rs ) 

(cro'-es o: 

ISIS 

... 61 

56 

45 

1914 

. 66 

•59 

50 

1915 

62 

56 

44 

1916 

o8 

64 

53 

1917 

S6 

82 

6? 

1918 

... 100 

98 

S2 

1919 

... 15.3 

... 150 

131 


The expansion of the circulation of currency 
a steadily Increasing amount of currency absorption. C‘li- 
rency is said to be absorbed when it remains in the hands 
of the public and is the net addition to circulation. Tne 
absorption can he found by adding together the coinace 
of rupees and sovereigns, the net imports of soveieigus 
and the issue of notes and deducting from the rota: 
increase that may have taken place in the Reserves and 
the Treasury balances of Government t,The follow-ing 
table shows the total absorption of each form of currency 


I i9i3-j<? I9i5-i6 I i9i7-iS I i9:8*io 

j(croies ot Rs ) (crorea oL Rs ) (ci ores of Rs.) .(crores o: r* ) 


Gold 

16*26 

•4o 

II 64 

2 zz 

Silver and 

5 52 

10 4o 

c7S6 

i- -- 

hair-rupees ) 
Currenc}’ N ores 

2 87 

787 

i i5 

"'i-rc 

Bank anu oiher | 

' Si 

53 

I*S3 1 

i 


brtlanee<=. i 

1 




T-'-rai ... > 
! 

33 S4 

iS 4o 

! r 

I Gc ‘ r ^ 


1 The ' net ’ circuLition is obtained by deducting from the grew? 
unionnt the quantity of notes held in .Reserve Treasuriee. We cet tue 
active circulation if notes held in other Governaaent :Treasuries and m 
Presidency Rank Head Offices are further deducted* In this lalmr 
circulation notes held in Gove nment Treasuries other than Reserve- 
Treasuries, are rot often included ; but in the above figures the ac^'* o 
circulation is arrived at after making all these deductions. 
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The following table gives the circulation of each 
denomination of note on 31st March of 1915, 1917 and 
1919. 


N'o. of iS^otes 
for Rupees. 

1914 

1917 

1 1919 

! 

1 



105 , 065,650 

2-8 

• •• 

... 

1 7 , 338,712 

5 

3 , 222,891 

6 , 624,239 

! 18 , 381,838 

10 

17 , 726,423 

25 , 598,996 

■ 46 , 922,029 

20 

38,415 

21,652 

j 17,689 

50 

357,059 

504,130 * 

979,508 

100 

1 , 781,370 

2 , 532,181 

4 , 380,532 

500 

52,774 

48,914 

49,387 

1,000 

91,712 

112,480 

151,080 

10,000 

15,294 

18,890 

18,685 

Total Pieces 

23 . 285,938 

32 , 460,539 

183 , 345,110 

„ Value in Rs. 

^ ' 

66 , 11 , 75,935 

86 , 37 , 51,735 

153 , 46 , 47,790 


13T« ©nrreficy ©peratioiis. — ^The Government of 
India and the Secretary of State perform several functions 
which, in other countries, are performed by private and 
State banks. The connection between the Indian Govern- 
ment and movements of trade, internal and external, is 
very intimate and the financial operations of the Currency 
Department and of the India Office, are on an extensive^ 
scale. The Treasury system of Government and its 
management of exchange and currency, which are of the 
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nature of ordinary banking functions, necessitate these 
operations on behalf of the State. When a central or 
State Bank is established it can take over these functions 
from the hands of the Government. As matters stand, 
funds have to be moved from treasury to treasury and from 
currency chest to currency chest to meet the seasonal 
demand arising from the necessity of financing export 
trade. 

'' Briefly the position is that, in addition to the Trea- 
sury, Currency Reserve and Gold Standard Reserve Balan- 
ces at Head-quarters, Government hold large amounts oi 
money distributed over India in District treasuries and in 
currency chests, nearly every treasury having such a chest. 
Money comes into the Government treasuries and sub- 
treasuries all over the country in payment of revenue, from 
which it is necesssary to provide funds for expenditure at 
Head-quarters or in order to meet outgoings in England. 
Conversely, the trading firms have large remittances to 
make to the interior in paymertt for produce. Firms 
requiring money for this purpose constantly apply lo 
Government for remittance orders from one place to 
anot'ier within the country, and Government meet their 
requirements so far as they can do so, by the issue at a 
small charge of supply bills and telegraphic transfers 
through treasury or currency. The amount of remittances 
annually effected in this way is very large. The arrange- 
ment is economical for all parties concerned as enabling 
these transactions to be largely effected without any 
actual movement of coin.”^ We propose to notice in the 
next Chapter, a similarly intimate relation which subsists 
between the operations of Government and the adjustment 
of the transactions of India’s external trade. 

So far as the Government is concerned, funds are 
moved from one treasury to another to supplement the 
moneys available there* Government likewise remits 
funds at a small charge, for the convenience of trade by 
,givmg them transfers on its treasuries. The paper cur- 

1 Report upon tbe Operations of the Currency Department during 
ibe year 1913-14. 
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reacy reserve is kept in special ‘ chests’ which are located 
at each treasury and transfers are made through these 
chests* If a certain treasury is short of funds, it may take 
taa amount it requires from the currency chest, and a 
corresponding transfer from treasury to currency chest is 
made at some other place, where there are surplus funds 
at the time. The aggregate value of transfers ‘through 
c urrency’ in 1918-19, amounted to 5513 crores of rupees 
and the total movement of funds through treasuries as well 
as through currency offices, amounted to just over 100 
crores. 

138. War and ettrrency.— So far we have given 
aa account of the Indian currency system as it developed 
from stage to stage till the outbreak of the war, with oc- 
casional references to the effects of the prolonged and 
exhausting struggle upon that system. The war which 
has thrown the world’s currencies and exchanges into 
utter confusion, did not fail to disturb and upset the Indian 
gold exchange standard. As the question of foreign ex- 
change will be dealt with specifically in the next Chapter 
so that it may be adequately treated, we shall here pay 
1: only a passing notice and direct attention to other 
salient points in the position into which Indian currency 
was driven by the stress of abnormal circumstances. It ist 
however, necessary to remark that India’s currency 
difficulties were primarily and directly due to the valuable 
part the country took in the prosecution of the war and 
constituted h^er sacrifice for the Empire and her contri- 
bution to the successful termination of the struggle. The 
first effect of the outbreak of the war was seen in the 
weakening of the exchange, withdrawals of savings bank 
deposits, a demand for the encashment of notes and a run 
cn Indian gold stocks. These difficulties were courage- 
ously met by Government, and public confidence was 
restored in a short time. 

The most serious difficulty Government had to en- 
counter, was presented by the enormous demand that arose 
for currency and that could not be satisfied with such 
large issues of rupees and notes as could be put into cir- 
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culation. On the one hand, imports into India were cur- 
tailed by a shortage of shipping and England’s ^preoccu- 
pation in the production of munitions and on tbe other, 
exports had to be maintained on an extensive scale for 
supplying the Allied armies with food and war material, 
Foreign indebtedness to India due to the trade balance, 
could not be adequately met as gold became scarce and 
the situation was aggravated by the enormous disburse- 
ments which the Indian Government had to make 
in this country on behalf of His Majesty’s Govern- 
ment and repayable in London. From the table given 
on a preceding page,^ it will be seen how the im- 
ports of treasure into India were seriously curtailed 
during the war period and the natural result of 
this unsatisfied Indian demand and unliquidated trade 
balance, was that Government had to get hold of all the 
silver it could and coin it into rupees. The pressure upon 
the world’s silver supplies was intense and its price steadi- 
ly rose till at last it attained unprecedented heights with 
89 d. an oz. in 1920. Between April 1916 and March 1919, 
Government purchased no less than 300 millioi; standard 
ounces of silver in the open market besides the 200 million 
fine ounces placed by the U. S. A, under a special agree- 
ment, at the disposal of India. While on the one side, the 
demand for silver was abnormal, all the world over, the 
production of that metal averaged 178 million ounces 
during the four years 1914-17 as against 228 million oun- 
ces, the average of the preceding four years. 

The exchange standard depends for its success upon 
Government’s ability to maintain the artificial value of 
the rupee and to prevent it from rising above or falling below 
the fixed rate. On account of the extraordinary conditions 
mentioned above, Government fopnd it impossible to work 
the system in the’normal way. They, therefore, restricted 
the amount of rupees offered for sale in London and control- 
led the operation of exchange banks which were asked to 
finance the export of commodities of national importance 
required for the prosecution of the war so as to economise 


1 Page 205. * 
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the supply of currency. But the most serious factor which 
upset th# exchange standard was the high price of silver 
combined with reduction of gold imports.. The bullion 
par of the rupee, that is, the price at which Government 
can issue rupees to the public on the basis of the fixed 
ratio 1 sovereign = 15 rupees, without loss, is 44 d. per 
ounce. This means that if silver rises above this level of 
sterling price, the 165 grains of silver contained in the 
rupee are worth more than 16 d. and Government must ei- 
ther suffer loss in issuing rupees or demand more in ster- 
ling for them.^ Government was, therefore, driven to the 
necessity of raising the sterling value of the rupee in 
successive stages in response to the continued rise in the 
price of silver. 

139. Breakdown of the Standard.— Thus the ex- 
change standard which had been maintained by preventing 
the rupee from falling below 16 d., broke down, and the 
other contingency that silver would rise to such heights 
had not been contemplated. By law the rupee had been 
made iVth part of the soverign or equivalent to 7*5 grains 
of gold, there being about 113 grains of pure gold in a 
sovereign. But this ratio had to be raised with the rise 
rf silver, and the Government’s rate of selling rupees by 
telegraphic transfer was successively enhanced, till it 
reached 28 d. on 12th December, 1919. Besides raising the 
rate of exchange, Government adopted a number of other 
measures to meet the situation created by dear silver and 
the practical oessasion of gold imports in liquidation of the 
trade balance. 

On 29th June, 1917, the use of silver or gold coin for 
other than currency purposes was made illegal and on 3rd 
September of the same year, the export of silver coin and 


1 Tbe bullion par of a token coin is the value of its metallic contents 
as distinguished from its face value. This par is 66 d. in the case of 
the English shilling, 60|^ d. in that of the French five franc piece and 
59| d. with regard to the U. S- A. dollar. When the gold value of the 
token coin exceeds the value put upon it, the coin loses its token charao* 
ter and Government must either reduce its metallic content or raise its 
uomiBal value in response to the rise in Ihe price of the metal. , 
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Gullion was prohibited. Notes of the dencminatioiis of 
Es. 214 and Re. 1 were issued with the view to economise 
silver. \Yith the same object a new two anna nickel piece 
was issued at the end of March, 1918 and in September. 
1919, authority was taken from the legislature for the issue 
of four anna and eight anna nickel pieces. The latter 
were not to be unlimited legal tender like the sliver half- 
rupees and the limit was put at one rupee. To make up 
for the shortage of silver, Government tried to increase its 
holding of gold by requiring all gold imported into the 
country to bo sold to it at a rate fixed from time to time 
and based upon the sterling exchange value of the rupee 
and irrespective of the prevailing premiam on gold as 
compared with sterling and of tiie existing legal parity bet- 
w’een the rupee and the sovereign. 

To supplement the rupee and paper currency a branch 
of the Royal Mint was opened in Bombay in August, 1918 
and as some delay was inevitable before sovereigns could 
be minted there, the gold Mohur of the same weight and 
fineness as the sovereign, was issued In April and May 
of 1918, a grave * currency crisis seemed imminent and 
Government escaped from inconvertibility by the skin of 
Its teeth. The silver supplied by the Government of the 
U. S. A. under the Pittman Act^ was of the greatest use in 
the crisis. Before gold coinage was suspended in April, 
1919, 2,110,000 mohurs and 1,295,000 sovereigns had been 
coined in Bombay. On account of the premium upon gold 
in the bazar, the sovereign selling at as much as Rs. 19, 
gold coins hardly circulated as currency, though in 1917 
and in 1918, Government issued sovereigns and mohurs 
amounting in value altogether to £ 11 million. In order 
to supply to the public the gold for which there was an 
exceptionally keen demand, Government commenced, at 
the end of August, 1919, fortnightly sales of that metal 
and succeeded in bringing down its price to an appreciable 
extent. 


i The Act authorised the sale to other riovernmenta of silver not 
exceeding 350 miliions eilver dollars from the holding in the dollar 
reserve. 


38 
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140. Babingtott Smith ©ommittee.— Ifc was no 

defence of the exchange standard to say that under it, 
Government was at liberty to raise the value of the rupee 
as circumstances required because that value had been 
fixed as that of so many grains of gold, the rupee being 
regarded for all practical purposes as a bit of gold and 
not of silver. The chaotic condition of the system of 
currency and exchange at last appeared to call for an 
inquiry and a suitable remedy. On 30th May, 1919, the 
Secretary of State, therefore, appointed a committee with 
Sir Henry Babington Smith as Chairman. The Committee 
was asked t> examine the effect of the war on the Indian 
exchange and currency system and practice and upon the 
position of the note issue and to make recommendations 
as to modifications that might be thought necessary with 
the view to ensuring a stable gold exchange standard. 
The question of monetary standard was not kept open and 
what was desired was the stabilizing of the exchange value 
of the rupee at a suitable rate. 

The Committee attached the greatest importance 
to stability of the value of the rupee and thought that if a 
large change had taken place in it already, ' it may be 
preferable to establish stability at the new level rather 
than to submit to the further change which is necessary 
for a return to the old level, especially if the former 
course shortens the period of uncertainty.’ The alter- 
native courses open if the rupee was not to be fixed at a 
high sterling rate, would have been (1) a reduction of the 
fineness or weight (or both) of the rupee -(2) the issue of 2 
or 3^ rupee coins of lower proportional silver content, (3) 
tile issue of a nickel rupee, or (4) temporary and partial 
inconvertibility of the note issue. The Committee rejected 
all these suggestions on the ground that the rupee with 
which the masses had become so intimately familiar, and 
to which they were, so to say, deeply attachd, must, in no 
case, be tampered with, and as regards inconvertibility, 
temporary or otherwise, it was simply unthinkable. 

^ The most suitable rate of exchange was, in the opinion. 
oi the Committee, 24 d. and it was to be expressed not in, 
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terms of sterling but in terms of gold. Than is to say, the 
rupee was to be linked to gold and not lo the pound sterling. 
Gold coin was not in circulation in England and Treasury 
notes formed the great bulk of the full legal tender cur- 
rency and they were not convertible into gold. The pound 
sterling was therefore at a discount.^ The American 
dollar was, convertible into gold and New York was the 
only free market for gold. The relation between the gold 
sovereign and the gold dollar is the relation between the 
quantities of the metal contained in the two coins and it is 
expressed by saying that the sovereign == 4*8666 dollars. But 
in December 1919, the pound sterling was quoted at £ 3*83, 
which meant a depreciation of 21 per cent. The discount 
on the British currency has continued, though on a slight- 
ly reduced scale. In view of this depreciation and fluc- 
tuation in the value of sterling, the Committee recommend- 
ed that the rupee should be linked to gold and not to 
sterling. The stable relation between the rupee and gold 
was fixed at the rate of Es. 10 to the sovereign or of one 
rupee for 11*30016 grains of fine gold. 

WL ©hief Recoinmeiidatioiis Having altered 
the gold value of the rupee from one fifteenth to one-tenth 
part of a sovereign and rendered it independent of the 
depreciation of the pound sterling, the Committee 
proceeded to make other recommendations. It wished 
that the import and export of gold into and from 
India should be freed from Government control and 
reiterated the opinion of the Chamberlain Commis- 
sion that though the aim of the currency policy 
should be to give to the people the form of currency they 
demand, ‘ gold can be employed to the best adv^^ntage in 

1 ‘‘ Tbe result is that there is a divergence between the value of the 
pound sterling and tie sovereign. One hiindred ounces of fine gold can 
be coined into 425 sovereigns ; but at the quotation on 1 7th Decembor, 
(108 s. 9 d. per oz.) 100 ounces of fine gold cost approximately € 544 
in sterling, i. e. in notes. Thus £1 sterling <^pap©r) is equivalent to 
425/544 or. 78 of the sovereign (gold), a discount of 22 per cent., con,- 
versely, the sovereign (gold) is worth £ 544/425 or £ l’*28 sterling 
(paper), a premium of 28 per cent.” — Report of Babington Smith Com- 
mittee, paragraph 55. 
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the Government reserves where it is available for meeting 
the demand for foreign remittance/ The Bombay bianch 
of the Boyai Mint was to be reopened for the coinage of 
sovereigns and half sovereigns and the obligation of 
Government to give rupees for sovereigns was to be with- 
drawn in view of the prevailing shortage of silver though 
in normal times facilities were to be given for the conver- 
sion of legal tender gold into legal tender silver coin and 
vice versa The public was, of course, to be given opportu- 
nities to exchange sovereigns in their possession at the 
rate of Rs. 15 per sovereign at the time of the introduction 
of the new ratio The suggestion which had been placed 
before it in favour of a modification in the practice of 
purchasing silver for coinage and of arranging for the 
purchases in Bombay, which has a large bullion market, to 
the benefit of the Government and the advantage of Indian 
dealers, did not commend itself to the Committee who 
refused to make any recommendations in that behalf. 

The Committee made important suggestions regarding 
the Paper Currency and Gold Standard Reserves. It may 
be recollected that before the war the invested or fiduciary 
portion of the Currency Reserve was limited to 14 crores 
of which 4 crores might be held in sterling securities. 
The expansion of the note issue and the deficiency in the 
supply of the precious metals during war time, compelled 
Government successively to raise the limits of investment 
and the statutory maximum reached was 120 crores, out of 
which 20 crores might be invested in the securities of the 
Indian Government. The formula laid* down by the 
Chamberlain Commission in this behalf was that the 
fiduciary portion of the reserve should be fixed at * a maxi- 
mum of the amount of notes held by Government in the 
Reserve Treasuries, plus one-third of the net circulation.’ 
The object to be aimed at being the elasticity of the note 
issue and the security of its convertibility, the Committee 
thought that it would be enough to put the statutory mini- 
mum for the metallic portion of the Reserve at 40 per cent, 
the gross circulation. The holding of Indian securities 
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was to be limited to 20 orores and the balance was to be 
held in securities of other Governments comprised within 
the Empire, not more than 10 crores of this holding having 
more than one year’s maturity and all being redeemable 
at a fixed date. The existing permissive maximum of 120 
orores was to be retained for a limited period. 

The higher rate of exchange would necessitate the 
revaluation of sterling investments and gold in the Reserve 
at 2 s. to the rupee, and the loss resulting from the deprecia- 
tion could be made good from savings due to the rise in 
exchange. To meet the reasonable demand for additional 
currency provision was to be made for the issue of notes 
up to 5 crores over and above the normal fiduciary issue 
as loans to the Presidency Banks on the security of export 
bills. As regards the public grievance about the location 
of a part of the Reserve in London, it was recommended 
that the silver and gold in the Reserve should be held in 
India except for transitory purposes. No limit could be 
fixed to the accumulation of the Gold Standard Reserve 
and it was suggested that when practicable it should be 
held largely in the form of gold, securities with early 
dates of maturity being selected for the invested part of it 
in order to keep it as liquid as possible. A portion of the 
gold in the Reserve not exceeding one half was to be held 
in India. 

W2. Griticism : — It will be seen that several of the 
recommendations of the Babington Smith Committee were 
designed to improve the Indian currency system consis- 
tently with the maintenance of the exchange standard 
and were calculated to remove the grievances of the public 
and to meet the wishes of critics in many important res- 
pects. Leaving the question of the high rate of exchange 
to be discussed in the next Chapter, we may here say 
that the alteration of India’s monetary standard by the 
executive action of Government and the general working 
of the gold exchange standard during and after the War, 
have caused deep and widespread dissatisfaction in the 
country. Mr. Dalai, the only Indian member of the Babing- 
ton Smith Committee, could not agree with his colleagues 
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on til© fundamanta! questions at issue. He strongly 
protested against the change in India’s money standard^ 
which was the legal ratio of 1 : 15 between the sovereign 
and the rupeCj which change he characterised as *‘a verit- 
able revolution in her currency arrangements which most 
cause a widespread and lasting hardship amongst the 
masses of the people cf India.” 

Mr. Dalai further says that it was not also necessary 
to alter the currency standard and .that the high price of 
silver was not a sufficient justification. He thinks that the 
large demand for currency in India was caused mainly 
by the acceptance in London of payments due to India 
in the form of sterling which could not be transmitted to 
India by the usual methods.* The indebtedness of foreign 
nations to India could have been liquidated by the float- 
ation of loans in them if not by the import of the precious 
metals. Great Britain paid for IT. S. A. imports by the 
export of gold and of American securities held by British 
citizens and by floating loans in America. The same pro- 
cedure could have been followed with reference to India’s 
favourable trade balance.^ But no such steps were thought 
of and the action of the Indian Government in prohibiting 
the exports of silver, the exclusion of the Indian stocks of 
that metal from the world’s markets and the enhanceiPent 
of the rate of exchange, drove silver prices to high levels. 
The mere fact of India selling her silver would, in Mr. 
Dalai s opinion, have shaken the strength of the silver 
market, and the sale of its silver currency by the Govern- 
ment of the U. S. A. in similar circumstances, lends sup- 
port to his contention. 


1 Ib coBtradistinction to tbis legally established standard the 
gold exchange standard has no validity. It has not been clearly and 
explicitly defined. The anthorities who conduct it exercise the widest 
discretion in its regulation but hitherto have been careful to respect 
the legally constituted ratio between rupees and the sovereign.’’ 

^ 2 Still there is little room for doubt that, during the war, British 

brcve’-nment loans could have been successfully floated in India on'a 
very larp scale on the same lines and terms as some of those publicly 

floated in the 0 S. A. to meet the expenditure of the Imperial Govern- 
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The extraordinarily high prices of silver threatened 
the token currencies in England, France and other coun- 
tries and their Governments met the contingency by issu- 
ing notes of small denominations and by preparing to de- 
base the silver coins or manufacture new coins. It had 
been proposed, and the proposal was approved by Mr. Dalai, 
that while the existing silver rupee of 165 grains of fine 
silver should be continued full legal tender, its further 
coinage should be stopped and as long as silver prices ruled 
high, rendering the bullion value of the rupee higher than 
its face value. Government should issue 2 rupee silver 
coins of reduced fineness and make them legal tender, 
making it impossible for the new currency to go to the 
melting pot If the choice lies between altering the 
standard of value and the metallic contents of a token 
coin, the latter alternative is certainly preferable, because 
it is less disturbing in its effects. And this method has been 
followed in several countries during the war. The rupee 
is, after all, a token coin, and a change in its silver con- 
tent would not have been a serious matter.^ But the 
Government was overwhelmed with apprehensions regard- 
ing the political effects of the measure and the Committee 
on Currencey and Finance regarded fche weight of its opinion 
as decisive. The objection was certainly not entirely base- 
less and the adoption of the measure, often erroneously 
characterised as ‘debasement/ was surrounded with ad- 
ministrative difficulties, particulary the prospect of the 
new coin driving the full-weight rupee out of circulation. 
But as a matter of fact, Government faced worse difficulties 
and need not have shied at the proposal to issue a new 
token coin. 


1 See the’Ant bar’s Currency Reform in India. 



CHAPTER XI. 


Foreign Exchange and Finance. 


EEFERENOES. 

Clake ! A. B. C. of Foreign Exchanges; J. A. Todd : The Mecha- 
nism of Exchange; A. O. Whitaker : Foreign Exchange; Hartley 
Withers : Money Changing ; and the Meaning of Money ; G. Findlay 
Shieeas : Indian Finance and Banking ; J. M. Keynes : Indian Cur- 
rency and Finance; H. F. Howard: India and the Gold Standard ; 
Beport of the Herschell Committee; Report of the Fowler Committee J 
Report of the Chamberlam Commission ; Report of the Babington 
Smith Committee on Indian Currency and Exchange ; Annual Reports 
on the operations of the Currency Department ; Annual Reviews of the 
Trade of India; Annual Financial Statements; Proceedings of the 
Viceregal Council; V. G. Kale: Currency Reform in India, and 
India’s War Finance* 

143. Mechanism of Exchange.— if full payment 
In gold or silver was to be made to foreign countries for 
commodities imported from them and if they were expect- 
ed to make remittances of the precious metals for articles 
exported to them, it would he a troublesome and wasteful 
proceeding. As the paper money of one country will not 
be accepted for payment of debts in another, the precious 
metals will have to pass to and fro between nations to 
settle their indebtedness to one another. But the trouble 
is avoided and the expense is saved by the mechanism of 
bills of exchange which enable international indebtedness 
•to be adjusted very easily. Importers who have to make 
remittances abroad, purchase the orders issued by expor- 
ters of commodities to foreign countries to their customers 
and send them to their creditors who realise the money 
from people on whom the bills are drawn and who are 
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standard and token coins issued ar-i rvf^^alated by govern- 
ment authority had not yet arise.' Transactions were 
carried on, values estimated, and hn,::j\ViS struck in terms 
of the ^Kahapana’, a square ooppe*' weighing about 
146 grains, and guaranteed as to w'' - -..i and fineness by 
punch marks made by private in^lTul'rds’T No silver 
coins appear to have been use'^ coins are rare. 

In the centuries just preceding and ‘,ijedlng the Christi- 
an era, we have silver and bronz^^ ^ u punch-marked^ 
cast and struck on one side only.^ 

The Arfchashastra of Chanakya ■ to the Siiperin« 
tendent of the Eoyal Mint (Lakshn . disha), and to the 
Examiner of Coins (Rupadarsha) v* . s? duty it was to 
"" regulate currency both as a medium cd exchange (vyava- 
harikim) and as legal tender (koshapraveshyam)'. Silver 
coins (rapyarupa) are made up of fj ir parts of copper and 
one-sixteenth part of any of the '>:h8r inferior metals. 
Counterfeiting is visited with apprv^riite p nishments. 
It will thus be seen that the transit! jo from barter to a 
money economy and to a system or srems of mints and 
currencies, was slowly accomplished bv the early centuries 
of the Christian era though barter rude coinage survi- 
ved in parts of the country even to later times 

119« Pre^British Period* ‘-Th3 Mahomedan kings 
of Delhi in the Middle Ages, had^ tivnr own distinctive 
coins and ‘Altamish introduced a purely Arabic coinage 
and made the silver tanka of 175 grains, the ancestor of 
the rupee, his standard.’^ Mahamma-^ laghiuk improved 
the gold and silver coinage and introduced a token curren- 
cy of copper which, however, he had to recall on account 
of the ease with which it lent itbolf to counterfeiting. 
Afcbar improved the currency still further and it was main- 
tained in the time of his successors. Abul Fazl describes 
Akbar’s rupee as ‘ a silver coin of a round form in weight 
1114 Mashas ’ and states that it was Introduced in the 
time of Sheer Khan and that it wa^ . evived and made 
more pure in his master’s reign. likewise describes 
gold coins like the Mohur^ this coin hung round in form, 
^ r Rhys Davids i BudMst India. 2 Kfoisoo ; Anehnfc India. 

3 Bee Lane Pooler Medie^s al India. 
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weighing 11 Mashas and being valued at 9 rupees The 
principal copper coin was the Dam, formerly called the 
' Pysah ® and in value the 40th part of a Rupee. Gold coins 
were struck at four places in the Empire, in Bengal and at 
Agra, Cabul and Ahmedabad. Silver and copper were 
coined at ten other cities besides, while copper alone at 
many more. As regards the use of the different coins, 
Abul Pazl significantly remarks : — “ A great deal of tralBo 
is carried on in this flourishing country in Mohurs as well 
as in Rupees and Dams.” The danger of dipt and light- 
weight coins defrauding the State treasury was serious 
and the weights below which coins were no longer legal 
tender, were decreed by Government. 

The Mahomedan rulers of central and southern India 
followed the example of the Delhi emperors and issued 
gold and silver coins. Under Mahratta rule the gold Hon 
was the standard coin and grants were made and assess- 
ments of the land tax fixed in terms of the gold coinage. 
The rupee coins of the Mahomedan kingdoms, however, 
circulated widely in the seventeenth century and the rupee 
soon came to have an extensive vogue. It is well known 
that even in very old times, the exports of India were paid 
for by foreign countries in gold, and Roman coins have 
been found in large quantities in the Madras Presidency. 
There is no wonder if in a large continent like India, divi- 
ded into numerous kingdoms and principalities, hundreds 
of different coins should have been issued and been simul- 
taneously in circulation. The varying relative values of 
these coins * must have caused much uncertainty and in- 

1 The policy of one mint and one coin carrent all over the realm, 
-with which we have become so familiar in the present century, did not 
find much practical recognition in this or any other part of India. Mr. 
Macleod in his work on “ Indian Currency” mentions that when British 
Buie commenced, there were no less than nine hundred and ninety-four 
(994) different coins of gold and silver current in India. In an official 
table published for the guidance of the civil courts in the Bombay 
Presidency the names of no less than thirty-eight gold coins and over 
one hundred and twenty- seven silver coins are mentioned as still so far 
current in different parts of this Presidency as to make it worthwhile to 
give the relative intrinsic values of these local currencies in exchange for 
the Qiieen*8 coin”. — Ranade : Currencies and Mints under Mahratta. Hule. 
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•convenience in commercial transactions, but the intrinsic 
values of the chief coins were probably well known to 
experts and business men. 

To mint coins was a highly cherished privilege oi 
-sovereignty and was exercised by petty rulers as much as 
by powerful kings Several of the coins bore the effigies of 
the rulers and the distinctive names of the places where 
they were minted Under the Mahrattas, in the middle of 
the eighteenth century, manufacturers of money weis 
licensed by the Government on payment of a foe, and trie 
weight, quality and denomination were fixed. The ratjo t f 
the Delhi gold Mohur to the rupee was 1 to Tre 

mints were not open to private coinage in the sense j-i 
which the expression is understood, but the supply muiit 
have been well adjusted to the demand. 

It appears that the silver rupee coin circulated very 
largely in Northern India and the gold mohur was only ?. 
supplementary coin there. The position was reversed in 
Southern India where the gold coin enjoyed the widest cir- 
culation and the silver coins were only subsidiary to it. 
As the power of the Moguls did not spread to southern 
India, their currency system was not adopted in those 
parts. The landmarks in the history of Indian currency 
since the beginning of the last century will be indicated 
below. From them it will be seen that whereas under the 
Hindu and Mahomedan rulers, both gold and silver coins 
circulated freely in the country without an attempt on the 
part of Government to fix the relative values of the two, 
the silver rupee is now the main coin of the whole country, 
supplemented by paper currency and the gold sovereign, 
for the minting of which arrangements were only recently 
made in Bombay and whose relation to the silver coin is 
fixed by law. 

120. Under East India ©ompany.— The confusion 
caused by the multiplicity and variety of coins led the 
East India Company which had its own distinctive rupees’ 

1 The first British Mint in India was established in Bombay in itjyj 
and the East India Company, as it extended its territorial authority, took 
up the indigenous rupee as the basis of its own silver 'euirency. 
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coined in Bombay and Madras, to think of making the 
currency uniform, and though in 1806 the Directors de- 
clared that while “ fully satisfied of the propriety of the 
silver rupee being the principal measure of value and the 
money of account,’* they did not wish “ to introduce a 
silver currency to the exclusion of the gold,” only twelve 
years later, the silver rupee was substituted for the gold 
pagoda as the standard coin of the Madras Presidency, 
where gold coins had, till that time, been the principal 
currency and money of account. There had been four 
dlffei^ent rupees in circulation, those of Murshidabad, Fur- 
rukhabad, Arcot and Surat, besides the gold Mohur and 
the pagoda worth respectively Rs. 15 and Rs Efforts 
were steadily made to unify the currency and they at last 
culminated in the demonetization of gold ani the es- 
tablishment of the rupee as the only legal money. 

In 1835, the present siver rupee weighing 180 grains, 
t^^ths fine, was formally established as the standard coin in 
the whole of British India, and gold was demonetised. It 
was enacted that * no gold coin shall henceforward be a 
legal tender of payment in any of the territories of the East 
India Company.’ But by a proclamation of 1841, Govern- 
ment authorised officers in charge of public treasuries 
freely to receive gold mohurs at fixed rates which repre- 
sented a ratio of 15 to 1 between silver and gold. By the 
middle of the last century gold depreciated owing to the 
discoveries of the yellow metal in Australia, and Govern- 
ment in India became embarrassed when the public 
took advantage of the divergence between the legal and 
the market ratios of gold to silver by presenting gold at 
the treasuries and exchanging it for a larger value in 
silver, A notification was, therefore, issued towards the 
close of 1852, declaring that on and after 1st January 
1853, “ no gold coin will be received on account of payment 
due or in any way to be made, to the Government in any 
public treasury within the territories of the East India 
Company.” 

The ‘ battle of the standards ’ was fought on the Indian 
soil as on that of Europe, and the difficulty of adjusting 
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the ratio of gold to silver was experienced in India as 
elsewhere. Both gold and silver had their advocates in 
India, and there was a division of opinion among officials 
of Government. Merchants in India, Indian and European, 
memorialised the Government of India for a gold currency, 
and the latter were prepared to make sovereigns and half 
sovereigns legal tender at the rate of one sovereign for 10 
rupees. Officers like Sir Charles Trevelyan, Finance 
Member of the Government of India from 1863 to 18655 
like Sir Richard Temple a few years later, strongly sup- 
ported the proposal of a gold currency linked up to the 
rupee at a fixed rate. The Mansfield Commission appoint- 
ed to inquire into the question, likewise warmly recom- 
mended the making of gold coins legal tender money, in 
1866. The Imperial Government, however, did not approve 
of the proposal and only authorised the receipt of gold 
coins in public treasuries as used to be done before 1853, 
at fixed rates which were slightly raised two years later. 

121. Bimetallic System.— Fluctuations in the rela- 
tive values of gold and silver in European countries and 
America which were on a bimetallic basis, caused great 
embarrassment by the influx now of one metal and now 
of the other. The value of silver relatively to gold began 
to fall and as some European countries followed England’s 
lead in adopting the gold standard, the other nations of 
Europe combined in the Latin Union to protect themselves 
from the danger of being overflooded with the cheap white 
metal. The value of silver which was 60x\d. per. oz. in 
1872, came down to 53^d. in 1876, to 50i®^d. in 1883, to 
42{d. in 18S8 and to 35 tV in 1893. The countries of the 
Latin Union were at last compelled to abandon*the bimetal- 
lic system and to give up the free coinage of silver. Thus 
came to be established the ‘ limping ^ standard under which 
though silver coins are full legal tender, there is no free 
coinage and they are virtually token money. This meant 
the triumph of the gold standard, which has now been 
adopted in all countries of the world except China. 

Under bimetallism, both gold and silver are standards 
of value, and the relation between the values of the two is 
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Sxed by law from time to rime. Mints are open to the coin- 
age of both the metals and both are full legal tender. The 
market rates of gold and silver fluctuate while the legal 
rates remain fixed, and for the time being, the overvalued 
laetal drives the undervalued metai out if circulation and 
out of the country. If bimataliism were adopted by the 
principal nations of the world, the fluccuations and the 
eiabarrassment would be considerably minimised- But no 
agreement could be arrive! at on this question, the mone- 
tary conferences which were held in 1878, 1881 and in 1892, 
to settle the problem, proved abortive and nations had to 
adopt the gold standard accompanied by a legal tender 
silver currency, whose parity with gold was maintained 
by State regulation of the coinage of the white metal. 

122, Difficulties in India • — The Indian Govern- 
ment continued to be pressed for a gold currency and at 
last in 1874, it declared itself unable to recognize gold as a 
standard of value in this country. From 1835 to 1899 the 
Indian currency rested on a silver basis, but the oircum- 
sfcances which ultimately forced Government to adopt the 
gold standard were peculiar. India is a debtor country. 
Its Government has to remit to England every year crorcS 
of rupees for meeting the Home Charges, its expenditure 
in London on account of interest, pensions, salaries and 
so forth. The revenue of Government is collected in silver 
rupees and the charges in England must be met in gold. 
When silver was demonetised by European countries and 
- its supplies were larger than the demand, the value of the 
white metal expressed in gold steadily fell. The lower 
the gold value of silver, the larger was the amount of 
rupees the Government had to find w meet the Home 
Charges. In fact, the drop jf one penny in this exchange 
value, added more than one crore to the amount of rupees 
that had to be provided for procuring the necessary amount 
of gold to meet the Home Charges in England-^ 


1 make this point clearer, it may be mentioned that in 1873-74, 
before the fall in the exchange value of the rupee commenced, the 
amount of Home remittance in lien of payments the Secretary of State 
makes in England on behalf of the Indian Government, of such charge®- 
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Besides tlie Government, meroliants and others who 
had to make remittances to England, sustained a loss and 
had to suffer from the incovenience of instability. The 
Government of India felt the necessity of adopting the 
gold standard and the introduction of a gold currency, and 
the temporary suspension of the compulsory coinage of 
silver by Indian mints, had been suggested to them; *^but 
the main object of such attempts as were made by that 
Government to deal with the subject between 1878 and 
1892, was not to effect a change in standard of India but to 
facilitate an international agreement which might cause 
a rise In the gold price of silver, and thus diminish the in- 
convenience resulting from the retention of a silver stand- 
ard in India.” The United States of America too had to 
face the problem of depreciating silver and attempts 
were made in that country by the Bland Allison and Sher- 
man Acts to maintain the price of the white metal by the 
Government’s continuous purchase and coinage of fixed 
quantities of that metal. 

In the meanwhile in 1876, commercial bodies in India 
had begun to urge upon Government the need of suspend- 
ing the coinage of silver temporarily with a view to prevent 
the future fall of the rupee. But Government did not 
countenance the proposal on the ground that interference 
with the Indian standard of value had not been called for. 
Only two years later, however they made a representation 
to the Secretary of State pointing out the difficulties and 
losses entailed upon them and on the country by the fall 
of silver and recommending the establishment of a gold 
standard. But Her Majesty’s Treasury was opposed to the 

as interest on debt raised in England, civil and military pensions, 
salaries, the price of stores etc., was about B 13 millions wbicb at a 
rate of exchange, of 1 s. 10*351 d. was represented by Rs. 14,26,57,000. 
During 1S92-93 the amount remitted was £ 161 millions which at the 
average rate of exchange in that year, viz. 1 s. 2*985 d. required a pay- 
ment of Ra. 26,47,84,150. If this had been remitted at the rate of 
exchange of the year 1873-74, it would have needed only Rs. 17,75,19,200, 
which means that theie was a loss of Rs. 8,72,64,950 entailed upon 
India by the falling exchange in that year.*’ — Uokhale and Economic 
Reforms, page 28. 
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change and the Imperial Government w'ould not sanction 
it. The twenty, years’ period between 1873 and 1893 has 
been divided into three stages ; (1) 187*3 to 1878, when plans 
about the suspension of rupee coinage and introduction of 
a gold currency were discussed; (2) 1878 to 1892, the year 
of the calling of the Brussels International Monetary 
Conference, during which efforts were made to secure an 
international bimetallic agreement and (3) 1892 to the 
closing of In lian mints to free coinage when hopes about 
bimetallism had melted away. 

When the rehabilitation of silver by an agreement 
among nations proved hopeless, mainly owing to the 
hostility of the British Government, the Government of 
India at last proposed at once to close their mints to the 
free coinage of silver and to make arrangements for the 
introduction of a gold standard. In a telegram to the 
Secretary of State, of 22nd January 1893, the Government 
of India explained their proposal by saying that they 
would issue a notification declaring that English gold 
coins would be legal tender in India at a rate of not less 
than 18 d. per rupee and that an interval of time should 
elapse between the mints being closed and any attempt 
being made to coin gold in India. The hands of the 
Government were strengthened by a powerful agitation 
that was carried on in India under the auspices of the 
Currency Reform Association led by Mr. J. Mackay ( now 
Lord Inchcape ) in favour of currency reform though 
there was a large body of opinion opposed to the proposed 
change. 

123. Herschell aad Fowler eommittees.— The 

Secretary of State for India referred the proposal to a 
committee presided over by Lord Herschell, which report- 
ed in favour of the suggestions of the Indian Govern- 
ment with slight modifications. The Committee recom- 
mended that though the mints were to be closed to free 
c inage, they were to be used for coining rupees in 
exchange for gold at the rate of 16 d. to the rupee. And 
gold was to be received at the public treasuries in payment 
of public dues at the same rate. These provisions were 



HERSCHELL A¥D FOWLER COMMlTrEES. 


265 


intended to render the transition in the development of the 
cnrrency system smooth and as free from sudden distur- 
bance as possible. The Committee could find no alternative 
to the closing of the mints for freeing the Indian Govern* 
ment from its financial difficulties. In accordance with 
the recommendations of the Committee, Act Ho. VIII of 
1893 was passed providing for the closing of the Indian 
mints to the “ free coinage ’’ of both gold and silver, 
however, reserving power to Government to coin rupees 
on its own account. By notifications arrangements were 
made for the receipt of gold at the Indian mints in 
exchange for rupees at a rate of 16 d. per rupee. When 
the question was raised in 1897 whether the Indian Govern- 
ment would join France and the United States of America 
in following a common policy of free coinage of silver 
and gold at a ratio of to t, the Government recorded 
the decided opinion that it would be unwise to do so in 
view of the stability which the Indian currency and 
exchange system had been steadily attaining after a great 
deal of uncertainty and trouble. 

In 1898, the Secretary of State for India appointed the 
Fowler Committee to consider and report upon certain 
proposals which the Government of India had made with 
the object of making effective the policy adopted in 1893. 
At this time the currency position was as follows : — “(1) 
Gold is not legal tender in India though the Government 
will receive it in the payment of public dues ; (2) that the 
rupee remains by law the only coin in which other than 
small payments can be made ; (3) but that the Indian 
Government has declared ( until further notice ) a rate at 
which rupees can be purchased for gold coin or bullion-^ 
such rate serving to determine the maximum limit to 
which the sterling exchange can rise under present 
arrangements.”^ 

The rate of exchange adopted on the recommendation 
of the Herschell Committee, had been only tentative and 
it was to be definitely fixed in the light of experience. 
Owing to the contraction of rupee currency the rate of 

1 Report of tho Fowler Committee. 

34 
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exchange had islowly mounted up. The average rate was 
14*5 d. in 1893, 131 d. in 1894, 13-6 in 1895, 14*4 in 1896, 
15‘4 in 1897, and 15'9 in 1898. But uncertainty about the 
future still hung over trade and banking and it was felt 
that the time had come for putting an end to the period 
of transition. The Indian Government, therefore, proposed 
to create a gold reserve by borrowing, to withdraw from 
circulation and melt down rupees so as to raise the value 
of the rupee to 16 d. and to add to the gold reserve by the 
sale of bullion obtained by melting rupees, all these sug- 
gestions being designed to promote the establishment of 
an effective gold standard. 

Widely divergent views were held as to the wisdom 
and justice of the policy adopted in 1893, and the several 
interests involved, looked at the question from different 
points of view. The British Treasury, to whom the ques- 
tion had been referred by the Secretary of State on the 
receipt of proposals from the Indian Government,- had 
consistently set its face, in 1879 and in 1886, against 
tampering with the currency and making it artificial. It 
had been pointed out that whatever relief would be secured 
by Government would be at the expense of the Indian 
taxpayer. Public opinion in India had been opposed to 
the policy of 1893 and all interference with the country's 
currency had been deprecated as unnecessary and 
harmful. 

6arrency Schemes.— The problem of Indian 
currency and exchange had been debated for nearly 
forty years; nor is* It regarded as solved even now. But 
in 1898, Government had to make up its mind as to what 
system it would finally adopt. On the one hand, (1) the 
need of stability of exchange as a condition of smooth and 
prosperous trade, (2) the necessity of preventing the losses 
which a falling exchange enfcailed on Government, and (3) 
the necessity of establishing the same standard as prevailed 
in England and other countries with which Indian's trade 
chiefly lay, were urged in favour of the adoption of a gold 
standard and in justification of the closing of mints to the 
free coinage of silver* It was pointed out, on the other 
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hand, (1) that silver monometallism was the best policy 
for India as it had worked satisfactorily, on the whole, 
and prices had remained steady under it, (2) that 
Government's exchange difficulty could be met by re- 
trenchment and economy and the systematic curtailment 
of Indians gold obligations e. g. home charges, (3) that a 
falling exchange had stimulated trade and promoted pros- 
perity and (4) that* an artificial ^currency system was 
undesirable, especially because it meant the transference 
of the loss of the State indirectly to the shoulders of the 
people. 


All these conflicting views were placed by witnesses 
before the Fowler Committee which had to decide whether 
India should revert to the old system or follow up the 
arrangements initiated in 1893, as well as to examine the 
Indian Government’s scheme and to recommend a satis- 
factory method of stabilizing the exchange value of the 
rupee. On a review of the whole position and a careful 
consideration of the divergent opinions submitted to it, 
the Committee declared itself in favour of the effective 
establishment of a gold standard to be accompanied, ^ of 
course, by a gold currency, the British sovereign being 
declared a legal tender along with the rupee at the rate 
of 1 sovereign = 15 rupees. The restrictive legislation 
of 1893 and other causes had pushed up the gold price of 
the rupee and, therefore, the exchange to 16 d. at which 
the Committee stated that It should be fixed. The rupee 
would now become a token coin, but the Committee could 
not recommend the imposition of a limit on the amount 
for which rupees should constitute a legal tender. The 
profit on the coinage of rupees, which was to be under- 
taken when the proportion of gold in the currency exceed- 
ed the demand, was to be accumulated in a special reserve* 
fund. This profit would represent the difference between* 
the intrinsic metallic value of the rupee and its artificial 
value. These recommendations were accepted in their 
entirety by the Indian authorities and 'steps were imme’- 
diately taken to carry them out 
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The Fowler Committee, of course, rejected the Govern- 
ment of India’s proposal regarding the melting of rupees 
and constituting a gold reserve out of borrowings. But 
the most important schemes submitted to it were the 
Lindsay and Probyn schemes which have special 
interest, in particular the proposals of Mr. Lindsay, be- 
cause they formed the basis and the inspiration for the 
gold exchange standard which has been ultimately evolved 
out of the Fowler Committee’s recommendations in favour 
of a gold standard accompanied by a gold currency. The 
•essence of the Lindsay plan was the constitution of a gold 
reserve fund located in gold in London and in rupees in 
India out of which drafts, to be sold either way by Govern- 
ment were, to be met. The drafts were to be offered at 
rates just below and above the gold import and export 
points to obviate the remittance of gold to and from India 
Gold was to be used not for internal currency but only for 
settling India’s balance of foreign indebtedness when 
necessary. The plan proposed by Mr, Lesley Probyn 
was also intended to do away with the necessity of a gold 
currency. ^ He would issue a gold note of Es. 10,000 
denomination and keep the gold reserve in India. The 
gold was not to be coined but was to remain in the form 
of bars. The Fowler Committee approved of neither 
scheme and held that “ the habit of hoarding does not 
present such practical difficulties as to justify a permanent 
refusal to allow India to possess the normal accompani- 
ment of a gold standard, namely, a gold currency.” 

125. Opposition to ehange of Standard.— It 

may be generally observed that the currency policy 
recommended by the Fowler Committee has been admitted, 
on the whole, to have been a sound policy, though the 
steps which led to it, were partly the result of a panic, 
partly of helpless drifting and partly of concentration of 
attention only on one aspect 'of the problem viz.. Govern- 
ment s financial embarrassment caused by a falling exchan- 
ge and the loss incurred by those who had to make remit- 
tances abroad. It is interesting to notice the strong views 
expressed by financial experts and high Government offi- 
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cials before 1893 against any tampering with the Indian 
silver standard. 

Mr- R. Hardy» Treasurer and Secretary, Bank of Ben- 
gal, stated in a memorandum, dated’22nd May, 1886: — “In 
conclusion, I would observe that the whole position of 
India, as a nation, in regard .to the silver question, may be 
stated broadly as follows: — The foreign trade of India 
consists of exports of merchandise : the exports pay not 
only for India’s gold obligations abroad, but for her imports 
of merchandise as well, and a balance always remains in 
her favour. This balance she takes in silver. If silver is 
cheap she gets more of the metal than she would get if it 
were not so cheap, and T hold that it is most to her advan* 
tage to get more, than less silver. It, moreover, appears 
obvious that the pressure of the gold payments upon India 
as a whole, depends not upon the price of silver, but upon 
the gold prices realised for the merchandise exported to 
meet such gold payments. That the Government is in the 
position of receiving its revenue in silver, it may be 
asserted, does not affect that, the national aspect of the 
question, and in my view it is, therefore, clearly the duty 
of Government' to meet any financial necessity arising 
from a fall in the exchange, either by increasing taxation 
or by reducing expenditure, or by both. To attempt to 
meet the difficulty by taking the extreme measure of chang- 
ing the standard of value is, I think, out of the question, 
and I express this view, holding the opinion that the value 
of silver will probably yet fall considerably. ” ^ 

Referring to Lieutenant-General Strachey’s proposal 
to give India a gold standard without a gold coinage, 
provision being made for the expansion of the currency 
to meet requirements of trade, Mr. J. Westland* Con- 
troller and Auditor General, and afterwards Finance 
Member, Government of India, wrote in 1886 : “ I am 

inclined rather to say that greater facility in meeting its 
home obligations is the interest that India has in a 
gold standard; and if a silver standard is better with 

1 See Selection from Papers rehtia^ to the Introducticm of a Gold 
Cunencj in India, pages 433 to 460. 
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respect to all its other relatioBs and concerns, I cannot 
concede that the question connected with its home obliga- 
tion is of such tremendous importance as to overwhelm 
all others. The fact that cur European officials, regarding 
our connection with India as only temporary look to the 
gold standard of the country, ^ where we ultimately intend 
to live, as preferable, for our own purposes, to the silver 
standard of the country where we earn our living, is 
somewhat apt to increase in our eyes the importance of 
remittance from India to England. But if we want to stay 
in India all our lives, and our children after us, the 
infinite majority of people dwelling in India do, I doubt If 
we would look upon a manifestly appreciating standard as 
more desirable than one which has been fairly steady in 
the past, so far as absolute value can be measured ’’ 

Mr. D/Barbour, Secretary to the Government of India, 
Department of Finance and Commerce, and later, also Fin- 
ance Member in the Government of India, held identical 
views and maintained: — “The loss or gain therefore to 
India, as distinguished from the Government of India, in 
respect of her permanent gold obligations, depends entirely 
on the gold prices which she can obtain for her exports. 
No manipulation of the Indian currency can possibly 
affect the gold prices of Indian exports and therefore 
General Strachey’s proposal could in no case give any 
relief to India as a country whatever effect it might have 
on the financial position, of Government. Just much 
as Government gained, just so much-must the Indian peo- 
ple lose.” 

There was a large body of people in India holding 
similar views ^ and they contended that (1) the exchange 
difficulty could have been and ought to have been met 
by economy and a reduction in the gold obligations of 
Government; (2) that it was not necessary to alter 
the standard of value as an artificial increase lu the value 
of the rupee was only another way of imposing additional 
taxation upon the people in an indirect wa> ; (3) that 

1 See Appendices to the Eeport of the Fowler Goim iaee, pages 
47 to 65. 
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there was no room for the reduction of expenditure m^as 
not believed by the public which was pressing for economy 
and for justice being done to India in the matter of finanical 
burdens ; (4) the plea that the limits of taxation had been 
reached was not also accepted as Government was not 
prepared to impose import duties on British piece goods 
for fear of Lancashire opposition* The argument that a 
falling and low exchange stimulated exports and promoted 
India’s prosperity, ought not indeed to be oarried too far 
because a country soon adjusts itself to a low rate and 
exchange cannot go on falling indefinitely. But as Prof. 
Kemmerer concludes, ‘the actual development of the mer- 
chandise import and export trade, therefore, during the 
twenty years prior to the Herschell Committee’s Report, had 
hardly been such as to justify a strong condemnation of the 
silver standard’. ^ And for years, the gold prices of India’s 
chief imports had been declining more rapidly than the 
gold value of the rupee, and India had been actually 
receiving from Europe larger quantities of these goods 
on the average per rupee. 

126. ehange Effected * — The financial embarrass- 
ments of Government and the inconvenience and loss 
suffered by non-official and official Europeans, however, 
proved an irresistible argument in favour of the adoption 
of the suggestion to make the rupees token coins and, by 
restricting their out- put, to raise their exchange value to 
16d. per rupee* In 1899 the Government gave up its 
attitude of hesitancy and boldly embarked- upon a policy 
of a gold standard to be ultimately accompanied by a gold 
currency, (l) Sovereigns and half sovereigns were made 
legal tender; (2) active steps were taken to open a mint 
for the coinage of gold in India, though the scheme was 
dropped in 1902 to be revived only ten years later ;(3) profits 
on the coinage of rupees were being accumulated in a 
special gold reserve to be used for the support of exchange ; 
(4) efforts were made to induce people to use sovereigns as a 
medium of circulation. But very soon Government policy 
began to drift, the ideal recommended by the Fowler 


1 Modern Currency Reforms, page 28 
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Committee was put out of sight, and India came to have a 
gold exchange standard instead of a genuine gold standard. 

Government departed in several important particulars 
II om the lines of policy laid down by the Fowler Com- 
mittee. “ The investment of the Gold Standard Reserve 
In securities in London, the dropping of the scheme for a 
gold mint in India, the practice of selling Council Drafts 
at something below gold point against the Currency 
Reserve, the establishment of the silver branch of the 
Gold Standard Reserve, the diversion in 1907 of money 
from that Reserve for capital expenditure and its use in 
1908 for meeting drafts sold by Government in India on 
London to private traders, are all examples of divergences 
from the scheme adumbrated by the Committee The 

stem actually in operation has accordingly never been 
deliberately adopted as a consistent whole, nor do the 
authorities themselves appear aJways to have had a 
clear idea of the final object to be attained. To a 
great extent this system is the result of a series of 
experiments/’^ 

127. Gold Exchange Standard.— The goal of a gold 
standard accompanied by a gold currency recommended by 
the Fowler Committee and accepted by the Indian Govern- 
ment, grew dimmer and dimmer from the view of the 
authorities who managed the Indian system; and they di^ 
covered in a few years that they had, unconsciously as it 
were, established in this country a scientifically perfect and 
practically faultless system of currency and exchange, 
rightly or wrongly called the ‘gold exchange standard’. 
Under that- system, gold is the standard of value, and 
though gold coins, viz. the sovereigns, are legal tender, 
they do not form an essential feature of the system. The 
principal currency is the token silver rupee which is un- 
limited legal tender and which there is no obligation on 
the part of the State to redeem in the standard metal. 
The relation of the rupee to gold is fixed independently of 
its intrinsic worth as silver and the coin is just a bit of 
gold but not legally redeemable in gold. Currency notes 

1 Cbamberiain Cumra?Sfi:n’s he^.erf, page 13. 
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are encashable only in token rupees. The obligation of 
Government is restricted to giving token rupees for gold 
at the fixed rate and to provide gold or sterling drafts only 
when the exchange value of the rupee, artificially fixed at 
a high level, goes below the gold export point. The Gold 
Standard Reser^^e located in London is the fund built out 
of profits on rupee coinage, and is the fund out of which 
the sterling drafts sold to the public are paid. Gold not in 
circulation but for the foreign-exchange, is the standard of 
value and therefore the system is called the gold exchange 
standard. 

Several eminent economists like Professors Keynas 
and Spalding and high Indian Officials regard the ex- 
change standard as an ideal system of currency, and the 
Indian discovery of a cheap and efficient system has 
been imitated in such countries as the Philipines, Straits 
Settlements, Porto Rico and Mexico; and it is stated that 
the system prevails in practice, if not in theory, in 
countries like Japan. The exchange standard system, 
it is said, economises gold by dispensing with its 
use for internal circulation and by satisfying currency 
needs with silver and paper money based upon gold 
which becomes international currency and which is 
available when required for remittance abroad. In gold 
standard countries like England, it is urged, gold coins 
form but an infinitesimal part of the money in cir- 
culation which consists of cheques and notes. The 
Indian system is, therefore, described as ‘ an improved 
gold standard * which will come more and more into 
favour as its utitily is better appreciated ; and in fact, 
it is regarded as an ideal currency system for nations to 
adopt. The Chamberlain Commission of 1913, which was 
appointed to examine and report upon the many severe 
criticisms which had been heaped upon the policy into 
which the Indian Government ?had drifted, had nothing 
but commendation for the exchange standard system. It 
summed up its view thus : — Our view is that India 
neither demands nor requires gold coins to any consider- 
able extent for purposes of circulation (as opposed to 
35 
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hhvmg or hoarding), that the most generally suitable 
Hiedia of internal circulation in India are at present rupees 
and notes, and that the Government should, as oppor- 

i ^nity may offer, encourage notes, while providing — and 
this is the cardinal feature of the whole system — absolute 
security for the convertibility into sterling of so much of 
the internal currency as may at any moment be required 
for the settlement of India’s external obligations.” ^ 

128* 0riticisill*~-A dispassionate consideration of the 
above view of the supporters of the exchange standard would 
lead to the conclusion that it contains a good deal of truth 
and sound sense. Economy ofthe precious metals is a desir- 
able thing and the waste of gold used for currency must be 
prevented. But we cannot endorse the statement that the 
exchange standard is an ideal standard, particularly when 

ii is forced upon a country by circumstances or by political 
authority. The gold standard was practically non-existent 
in England during war time but the Cunliffe Committee 
recommended its early restoration. A country’s currency 
must be legally convertible into the standard metal ; other- 
wise it loses one of • its essential characteristics. The 
exchange standard is unautomatic and though it provides 
for the expansion and contraction of currency according to 
public needs, these operations are not satisfactorily per- 
formed. That standard is suited to the conditions of a coun- 
try which cannot command an adequate supply of gold. 
It is not correct to say, without taking all circumstances 
inio account, that the Indian currency system based upon 
the exchange standard, stood the shock and stress of the 
last war better than the gold standard in other countries. 
In his masterly note of dissent appended to the Chamber- 
lain Commission’s Report. Sir James Begbie, has disposed 
of the objections taken to the adoption in India of a true 
gold standard, accompanied by gold coins in circulation, 
as was recommended by the Fowler Committee. 

Financiers in other countries are alarmed at the large 
adsorption of gold in India and would like that the stream 
of tie yellow metal flowing* to this country should be divert- 


1 Chamberlain Oomimssion’s Report, page 20. 
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ed into other channels. Imports of gold into India are, hc^- 
ever, only the price paid by foreign nations for a pan c f 
Indian exports, and the currency system of India cannct 
be developed to suit their convenience and interests though 
this country is obviously interested in the financial 
stability and progress of the world. The accounts of the 
hoards of gold in India and of the hoarding habits of the 
people, are exaggerated and the fact that the masses in 
western countries also are addicted to that habit has been 
brought out by the quantities of sovereigns and other goi 1 
coins which have emerged from unexpected quarters fcr 
investment in war loans. ^ We have ample evidence tc 
prove that gold coins have always been popular and in 
extensive circulation in this country. One of the lessons 
that a study of Indian history teaches, is that the state- 
ment now so generally made that India is too poor a coun- 
try for the circulation of gold coins is unsupported by the 
■facts of the case, as they can be ascertained from the 
history of the mints under Moghul and Mahratta rule and 
that there is no reason why ‘ if the gold coins were in 
demand a hundred years ago there should not be a similar 
natural demapd for these coins in our present condition 
of greatly extended commercial and banking activity/^ 
Free convertibility of the internal currency into gold is 
necessary and will not be impossible in India. We do not 
want gold coins to take the place of paper money and 
feel that the latter may be expanded consistently with 
the introduction of a true gold standard. 

129* Indian (Sonditions.— Gold and silver have 
been preferred by mankind for the material of their 
currencies for certain rare qualities they possess, and gold 
in particular has a certain fascination for man. That the 
precious metals are used both in arts and for currency 
purposes, is perhaps unfortunate in view of their limited 
supply. And we support the gold standard in opposition 


1 Comniittees of patriotic people in JEagland during war times 
isaeceeded in unearthing small and scattered treasures of sovereigm 
from villages. 

2 lianade t Currencies and Mints under Mahratta Rule. 
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to tli 0 exchange standard because the latter is only a 
* second or third best and not because of mere sentiment or 
the glamour of gold. The use of paper money must ad- 
mittedly be encouraged, but in India it has its limits* 
If there is not sufficient gold to go round in 
the countries of the world, they must devise some 
suitable system by agreement among themselves and adopt 
bimetallism, for instance. But India cannot be expected 
to be satisfied with an exchange standard because it is in- 
convenient to other nations to allow her to have the gold 
standard and because the exchange standard is acceptable 
to the Philipines and the Straits Settlements. We agree 
with Prof, Nicholson in thinking that it is an inferior 
standard which suffers from serious drawbacks and, in 
fact, :s not a standard at alL^ 

Conditions in India in this respect are different from 
tho'-e prevalent in other countries which have a gold 
exchange standard. (1) Here the annual gold absorption 
ia large and the production of the yellow metal in Indian 
mines comes to four or five crores a year. (2) The balance 
of trade is usually favourable to this country; in spite of the 
payments which we have to make in England ; and occasions 
when gold may be required for foreign remittance, are 
rare (3) The accumulation with the public of token 
coins turned out of the Indian mints and absorbed by the 
people, is dangerous, and if facilities are given for the 
circulation of gold coins by means of a gold mint and 
otherwise, stability of exchange will be still further 
secured. (4) The absence of a gold mint in India and the 
large circulation of silver tokens for which Government 
does not bind itself to give gold coins, are calculated to 
foster the hoarding habit which every one is anxious to 
discourage. (51 Too much attention is paid in India to 
the maintenance of foreign exchange, and every thing else 
Is subordinated to it* (6) The rupee, which is the principal 
coin of the country, is only a note printed on silver and its 


I See EB article OE the subject in The Economic Jozcrnal^ June, 
1914, by Prof. J. S. NicholsoJi. 
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convertibility is limited. And consequently it dees not 
inspire in the public mind the same confidence that a gold 
coin is calculated to do. (7) Gold coins largely circulat- 
ed in India and were popular before the yellow meial was 
demonetised in the last century, and if the people want 
gold coins, there is no reason why they should not be 
supplied to them. ^ (8) Sentiment and public confidence 
contribute not a little to the success of a currency system; 
and it cannot be said that the Indian token currency is 
regarded as satisfactory by the public and conduces to 
economic progress. 

130. H GoM Mint for India . — After the Fowler 
Committee had recommended the adoption of a gold 
standard and a gold currency, the Government of India 
took up seriously the question of starting a gold mint in 
Bombay; and in hisfinancial.'statementin 1900, Six Clinton 
Dawkins announced that every thing was ready for it. 
But all possible imaginary difficulties having been raised 
by the Mint authorities in London and the British 
Treasury, the project was abandoned. The question Wc..s 
raised again in 1912 by Sir Vithaldas Thaokersay by 
moving a resolution in the Supreme Legislative Council 
and Mr. Gokhale accorded his support to the suggestion 
that gold should be coined in the Indian mints. 

The Government of India sent a despatch to the 
Secretary of State, dated 16th May, 1912, and strongly 
urged the necessity of minting a gold coin in India. The 
plea put forward in the despatch is supported by sound 

1 Special inqairies were made with regard to the circalation aiid 
popularity of the sovereign in the different parts of India, and Mr. 
Howard, Controller of Currency, arrived at the following concksion ; — 
** On the whole, it may perhaps be fairly concluded from this evidence 
that the popularity of the sovereign as a medium of ordinary eiirrency 
depends largely upon the extent to v^hich it is made available to the 
cultivator by the various firms and middlemen who buy up hie produce, 
and that when ii is available in large quantities it is gladly accepted 

and used in every day transactions There is no doubt thai some gold 

Is hoarded or, in other words, put aside to meet exceptional and dnfore' 
seen expenditure, bat this is only naturaPh — ^Eeport of the Controller 
■®f Currency for 1913-14, Appendix III. 



INDIAN ECONOMICS. 


2 "8 

ressoning, and it completely demolishes the case of the 
opponents of the proposal. The despatch examines and 
refutes the arguments, (1) that an Indian gold coin is* 
i: ntiecessary, (2) that'it will not assist the maintenance of 
exchange, (3) that it will be too expensive, and ends by 
remarking, (4) that the proposal for a gold coinage had 
behind it the support of Indian public opinion. 

Lord Crewe, the Secretary of State for India^ referred 
tne proposal to the Lord Commissioners of the Treasury. 
They did not accept it and, instead, offered two alterna- 
tives : — (1) “ That a branch Mint be established at Bombay 
s olely for coinage of gold under the supervision of the^ 
Eoyal Mint and His Majesty^s Treasury ; (2) that the 
control of the whole of the existing Mint at Bombay be 
taken over by His Majesty’s Government, who would 
accept at the expense of India the responsibility for an 
establishment, producing not only British gold coins but 
also coins for circulation in India, that is, silver and 
nickeL” 

These proposals could not be acceptable ; but as Lord 
Crewe pointed out in his reply, it was open to the Govern-^ 
nient of India ‘ to produce at one of the Indian Mints a 
separate Indian gold coin of the denomination of say 
Es. 10. The Secretary of State suggested that this course 
would be inexpensive and would avoid the intervention of 
the British authorities in India’s general coinage opera- 
tions. There was further this advantage that a gold coin 
of the denomination suggested would satisfy such currency 
requirements as are not met by the present facilities for 
cbtaining sovereigns, rupees and notes. 

The Chamberlain Commission, however, holding as it 
did that a gold exchange standard with an actual currency 
consisting of token coins and notes, was quite enough for 
India, did not see its way to lend its support to the idea 
cf s gold mint or even of the circulation of gold as 
currency. But if Indian sentiment wanted a mint and if 
the Government was prepared to incur the expense, the 
Commission stated, it might have a gold mint provided 



GOLD STANDARD RESERVE FUND. 2T9 

the coin to be minted was the sovereign ( or the half 
sovereign ).^ 

131. Gold Standard Reserve Fiitid.— One ot 

the chief buttresses of the Indian currency system is the 
Gold Standardard Reserve Fund which was created on the 
recommendation of the Fowler Committee and was to be 
formed out of the profits on the coinage of rupees. The 
gold thus accumulated, was to be made available for 
foreign remittances whenever the exchange fell below 
specie point. But the intention of the recommendation 
and the object of the Reserve were differently interpreted, 
and the soundness of the policy pursued by Government 
in connection with the Reserve was seriously called in 
question. The chief questions for consideration regarding 
the reserve were : — (1) the purpose for which it should be 
used ; (2) the form in which it should be held ; (3) irs 
location, that is. whether it should be held in England or 
India ; and (4), its amount, that is, whether it should be 
allowed to .accumulate indefinitely and, if not, what 
limit should be placed on its accumulation.^ 

These questions were forced upon public attention by 
the experiments which were made by successive financiers 
with the gold reserve. As a correspondent observed in the 
London Times towards the close of 1912, ‘Sir Edwaid 
Law perpetrated the first blunder by investing the reserve 
in England instead of keeping it in India. He was obsessed 
by the possibilities of interest, with the result that India 

1 The monetary stringency caused by the War, at last swe'^t 
away all objections and forced the hands of the Government, and a 
Royal Proclamaticn was issued on 21st December, 19 j 7, directing that 
a branch of the Royal Mint be established in Bombay, that gold coina 
of the same denominations, designs, weights and fineness as gold coina 
coined at the Mint may be coined at the Bombay branch mint, that the 
Master of the Mint prepare and transmit dyes for the gold coina to be 
coined in Bombay, that the coins so coined be deemed to have been 
issued from the London mint and be legal tender in like manner and to 
like extent, and the Bombay mint he regarded, for the purpose of gold 
coinage, as part of the London Mint. 

2 See Appendices to the Interim Report of the Chamberlain Com- 
mission, page 87. 
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iias not only lost all the advantages of a liquid gold 
reserve but has suffered the loss of nearly a million 
sterling through the depreciation of securities/ An- 
other point of departure was that in connection with 
the purchases of silver for his coinage operations, Sir 
Edward Baker decided -to hold six crores of rupees of the 
gold standard reserve in coined rupees. Then came the 
Intervention of the Mackay Committee. ‘‘ The demand 
for railway contruction had outstripped the capacity of 
the Government of India to furnish the necessary funds* 
A committee which sat in England under the chairman- 
ship of Sir James Mackay (Lord Inchoape), light-hearted- 
ly recommended that half the profits on coinage should be 
diverted to capital expenditure on railways. A million 
sterling was misappropriated to this purpose before the 
universal condemnation of such a perversion of sound 
principle compelled the Secretary of State to withdraw a 
decision which in no conceiveable circumstances should 
have been taken/* Attempts were likewise made to fix a 
limit to the accumulation of the gold reserve ‘fund sc that 
additions to it beyond the limit might be devoted to capital 
expenditure. 


In the crisis of ie07-08, the balance of trade turned 
against India. Exports fell off owing to the unfavourable 
character of the agricultural season and imports continued 
to pour in. There was a heavy demand for remittance of 
gold abroad, stimulated by the premium upon the yellow 
metal caused by an American financial crisis coming on 
the top of a scarcity in this country. The Government of 
India first hesitated and doled out gold in small quantities. 
But its stock was small and was likely to be soon exhaust- 
ed. It, taerefore, sold sterling drafts on London to the ex- 
tent of £ 8 millions, which put a severe strain on the gold 
standard and currency reserves in London. This experi- 
ence taught a valuable lesson in the management of Indian 
currency, and similiar measures were resorted to when 
there was an adverse balance of trade soon after the out- 
break of the war and later in the course of the struggle. 
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132* Recommendatioiis of ehamberlaiii eom- 
missioii.— The Chamberlain Commission discussed all the 
points in dispute between Government and its critics with 
reference to the gold Reserve, mainly the questions whether 
ihe bulk of the Reserve should not be held in gold instead 
of in securities and in India instead of in London and 
whether the Reserve should not be used to relieve mone- 
tary stringency in this country instead of being locked up 
in England. The Commission thought that as the chief 
purpose of the Reserve is the maintenance of exchange 
and as the gold is wanted for payment in London, that 
financial centre is the proper place where it should be 
located. 

It concluded: — (1) No limit can at present be fixed to 
the amount upto which the Gold Standard Reserve should 
be accumulated ; (2^^ the profits on coinage of rupees should 
for the present continue to be credited exclusively to the 
Reserve; (3) a much larger proportion of* the Reserve 
should be held in actual gold. By an exchange of assets 
between this Reserve and the Paper Currency Reserve, a 
total of about 10,000,000/ in gold can be at once secured. 
This total should be raised, as opportunity offers, to 
15,000,000/, and thereafter the authorities should aim at 
keeping one half Of the total reserve in actual gold ; (4) 
the Indian branch of the Reserve in which rupees are now 
held should be abolished, the rupees being handed over to 
the Paper Currency Reserve in exchange for gold; (5) the 
proper place for the location of the whole of the Reserve 
is London ; and (6) the Government should definitely un- 
dertake to sell bills in India on London at the rate of Is. 
3"^d per rupee whenever called upon to do so. 

The consideration that a reserve of gold held in India 
will inspire confidence in the public mind and may be lent 
to Indian banks to the benefit of commerce and industries, 
as also the consideration that in a time of crisis location 
of Indian gold in London may cause serious inconvenience 
and loss, did not impress the Commission, and it lent its 
support to the policy pursued by Government with regard 
to the location of the Reserve. On the outbreak of the 
36 
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war, the silver branch of the Reserve was abolsihed and a» 
loan was taken from it temporarily to replenish the cash 
balances of the Government of India. 

At the end of the official year,^ IQlS-l?, the total of 
the Reserve stood at £ 31*5 millions, more than £ 4 million 
being added to it on account of the huge coinage of rupees 
the Government had to undertake to replenish its dwind- 
ling stocks The loan taken from the Reserve was return- 
ed to it in the course of the year^ and £ 25*4 millions were 
invested in London, £ 6 millions having been placed at 
short notice by the Secretary of State for India. The 
holdings in the Gold Reserve on 31st March 1918, were 
estimated at £ 34-31 millions and out of this, £ 28*31 mil- 
lions was invested in London, the remaining £ 6 million 
being placed at short notice in the same place. There was 
not an ounce of this gold in India at the close of 1917-18. 

On March 31st 1918, the total profit on coinage since 
1900, was £ 28,843,592 ; the interest and discount 
£•8,074,195 and the profit *by exchange £ 194,966, a total of 
£ 37,112,703. Of this sum, £ 1,123,655 has been used for 
capital expenditure on railw^s ; the remainder has been 
credited to the Reserve. The total interest and discount 
including the profit on exchange, upto March 31st, 1918, 
were £ 8,269,111, and the total losses through depreciation, 
sale and redemption of securities, &:c. were £ 1,535,606. 
There was thus a net profit on investments upto March 
31st, 1918, of £ 6,733, 505.”2 

133* Paper Money. — To economise the use of the 
precious metals and to supply to the. public a more con- 
venient form of currency. Governments and banks issue 

1 On 31st March 1919, the Eeserre stood as follows : — 

In England — 

Estimated value on Slst March 1919, of sterling £ 
securities of the nominal value of £ 30,156,924 29,729,505 

Cash placed by the Secretary of State in Council 
at short notice 6,015,672' 


Total ... 35,745,177 

2 0. Findlay Shirras : Indian Finance and Banking. 
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papei money, and paper occupies a large place in the cur- 
rencies of the advanced nations. The cheque in England 
and the bank note on the continent, are extensively used 
as media of exchange, and metallic money occupies only a 
very subordinate position in the currency systems 
there. The right of issuing notes is a monopoly enjoyed 
by banks in certain countries while in the United 
States of America banks are allowed to exercise 
this function freely.^ As the right to coin money 
out of paper is likely to be abused to the detriment 
of the public, the issue of notes is generally regulated by 
the State in all countries. Where there are State banks, 
as in Russia, there is no question of the control of Govern- 
ment. In countries, like England, France and Germany 
where the connection between the central bank and the 
State is very intimate and in America, where there are 
numerous private banks enjoying the right of note issue, 
the regulation of the issue of notes is found necessary in 
the interests of. the public. 

There has recently been a great expansion of paper 
currency in India, the stringency of money caused by the 
war having necessitated the issue of large quantities of 
notes. The currency thus expanded, must be steadily 
deflated as the demand for it decreases and Government 
has been cancelling the superfluous notes as they are 
received in the treasuries. The use of cheques in ordinary 
transactions, is however, limited ; and though the progress 
of paper circulation is satisfactory, and was exceptionally 
rapid in time of war, there is yet an unlimited field for the 
expansion of paper currency. 

Prejudice born of ignorance will disappear with 
familiarity and Government’s policy of * universalizing ’ 
notes i, e. making them encashable in all parts of the coun- 
try, whatever the circle of issue, has already contributed 
to the expansion of paper currency. The poorer classes 
find it difficult to keep and handle paper money in India and 

1 Though there is no monopoly o£ issue in the U. S. A., the privilege 
of note issue enjoyed by banks is hedged in with various conditions and 
restrictions. 
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ience its progress in villages is slow. The preference 
shown for metallic money by the mass of people in this 
country » is due to their social habits and their poverty ; 
and this fact must not be lost sight of in criticising their 
love of that form of currency and ought to moderate our 
enthusiasm for the promotion of the use of paper as an 
instrument of exchange. Any forcing of the pace in this 
master and the issue of a large amount of token currency 
will only drive the people to gold and encourage hoard- 
ing among them. Spread of education, progress ©f 
industries and commerce and the policy of Government 
tending to popularise currrency notes, will encourage a 
larger use of paper substitutes for metallic money. Instru- 
ments of credit were in use among bankers and merchants 
in old times but bank notes and notes issued by the State 
as a part of national currency, were not known. This is a 
development of the past seventy years. “Under Acts of the 
Governor-General, Fos. VI of 1839, III of 1840 and IX of 
1843, the Presidency Banks of Bengal, Bombay and Mad- 
ras were authorised to issue notes payable on demand, but 
the issue of the notes was practically confined to the three 
cities of Calcutta, Bombay and Madras. These notes were 
not legal tender. The issues were limited to maxima of 
two crores of rupees in the cases of the banks of Bengal 
and Bombay, and of one crore in that of the Bank of 
Madras. These Acts were repealed by Act XIX of 1861, 
providing for the issue of a paper currency through a 
Government Department by means of notes of the Govern- 
ment of India payable to bearer on demand. These notes 
were made legal tender within the circles of issue. Since 
the ist March 1862, when this Act took effect, no banks 
have been allowed to issue notes in India*”^ 

134. Regulation of Issue, — Mr. James Wilson, the 
first Finance Member of the Governor-General’s Council, 
initiated the new policy by introducing a Bill relating to 
the paper currency in India in 1860. He pointed out in 
his speech before the Legislative Council the advantage of 

1 Memorandum submitted by Mr. F. W. Newmaroh to the Chamber^ 
lain Commission. 
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a Government paper currency to be managed entirely by 
the State. ‘‘ The Government of India/* he said, pro* 
posed to take the issue department of the Bank of England 
as'their model.” ^ 

Foies, which are only siiver or gold certificates^ 
representing a stock of the precious metals of equal value 
kept in reserve, do not possess the advantages mentioned 
above ; and fiat money or inconvertible paper money has its 
obvious dangers. The Government of India placed before it- 
self as its guide the English Bank Charter Act of 1844 ana 
imposed a limit upon the fiduciary issue though that limit 
has been raised from time to time as the circulation of the 
currency notes has steadily expanded. The issue of bank 
notes is regulated by the State in all countries. A reserve 
of gold and silver is insisted on as a guarantee for the 
encashment of the notes whenever they are presented, and 
the amount of the notes which need not be so secured by 
a reserve, is strictly limited by law,* a departure being 
allowed therefrom only under specific conditions. The 
portion of the note issue not convered by a reserve of cash, 
may bear a certain ratio to the total circulation or may be 
a fixed amount to be automatically raised with the 
increase of issue. ^ 

It was provided by the Act of 1861 that bullion and 
coin should be retained as a reserve to pay the notes 
issued, with the exception of such an amount not exceed- 


1 Not only would such an issue department possess a security 
greater perhaps than that of any bank of issue in the world, but there 
would be a large direct profit to tue State from the interest derived 
fiom the fiduciary portion of the reserve and an indirect advantage in 
the improvement of Government credit from the purchase of securities 
for the paper currency reserve. I should mention that Mr. Wilson’s 
bill did not become law without considerable modification, the principal 
being that the lowest denomination of note was fixed at ten rupees in- 
stead of five, and that the fiduciary portion of the reserve was limited 
by the Act, as passed, to four crores of rupees instead of two-thirds of 
the note circniation as proposed by Mr. Wilson.” —Evidence of Mr. F.. 
W. Newmaicli before the Currency Commission, 1914. 

2 Compare the British, French, American and German systems in 
this connect on. 
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ing four crores of rupees as tlie Governor General in 
Council with the consent of the Secretary of State for 
India might from time to time fis. This amount was to be 
Invested in ‘'Government securities.** In December 1863 
the note issue was valued at 5,11,00,000 and the Reserve 
was composed thus : — 

Silver Coin Reserve i, 93,22, S6S 

S ilver Buliion Reserv e •«« 1,17,00,000 

Government Securities ... 2 oo,77,i32 


5, T 1, 00,000 

The invested portion of i;he Reserve was thus about 
two-fifths of the total circulation. 

The maximum fiduciary issue, which was originally 
limited to 4 crores, was raised to 6 crores in 1873, to 8 
crores in 1890, to 12 crores in 1905 and to 14 crores in 1911 
Originally the securities in which a portion of the paper 
currency reserve was to be invested, were to be ‘securities 
of the Government of India’; but when in 1905 the limit 
of the fiduciary issue was raised to 12 crores, * securities of 
the United Kingdom of Great Britain and Ireland’ and 
‘securities issued fay the Secretary of State for India in 
Council under the authority of Act of Parliament, and 
charged on the revenues of India’, were added, the value 
of the latter classes of securities being limited to 2 crores. 
By Act VII of 1911 the limit of the invested portion was 
raised to 14 crores and it was provided that 4 crores out of 
these might be invested in securities other than those of 
the Government of India. 

As will be shown below, the permissible invested portion 
has been raised from this limit to Rsl20 crores, Wd the bulk 
of these securities are, at present, British Treasury Bills. 
By the Indian Paper Currency (Amendment) Act, Act VI 
of 1918 and Act II of 1919, the maximum limit for the issue 
of currency notes against Treasury bills, was raised from 
48 to 86 crores and later on to 100 crores of rupees. 

The percentage of securities in the Reserve to the total 
circulation of notes was 22 during the pre-war quinquen- 
nium. It rose to 29 in 1916, to 56 in 1917, to 62 in 1918 
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and to 65 in 1919. The following table will make the posi- 
iion clear: — 



Gross 


Lakhs 

oi Rupees. 


Percentage 
of total 

Date 

circula- 
tion of 
Notes. 

Silver. 

Gold. 

) 

Securities 

Total, 

metallic 
Resene to 
Gross Note 
cirailation. 

Sist March i9i4... 

66*1 

20 5 

1 3i*5 

i4o 

66*1 

78-0 

„ , I9r5... 

6i*6 

32-3 

1 i5*2 

cc-o ; 

6r6 

77 3 


67-73 

23 5 

! 24-1 

. 20*0 

67*7 

7o-5 

,, , I9i7... 

86‘38 

r9 2 

; iS 6 

^8-4 

j 86 3 

43‘V 

,, M 

99 79 

10 7 

, 27-5 

6i 4 

1 99 7 


„ Nov i9i9... 

179-67 

474 

! 32 7 

99-5 

j79*6 

. 44«6 


135. Gurrency Reserve.— For several years the 
Paper Currency Reserve was kept mainly in silver and in 
India. But since 1898 this policy has been changed, and 
a portion of the Reserve is now located in London to be 
used for the purchase of silver for coinage purposes and 
also for the support of exchange. In 1898 an Act was 
passed (II of 1898) enabling notes to be issued apinst 
gold held by the Secretary of State in London. This Act 
was a temporary measure intended to meet exceptional 
conditions. The Secretary of State sold bills beyond his 
own requirements for the convenience of trade, but the 
Government of India could not meet them from their 
balances. The above Act was intended to enable them to 
meet the drawings from the Paper Currency Reserve, the 
Secretary of State setting aside gold to the account of that 
Reserve in London to the same amount as the Government 
of India took out from the Reserve in this country to meet 
his drawings. 

This temporary arrangement was extended for two 
years and then in 1902 by Act IX of that year, made 
permanent. The Secretary of State was enabled by this 
Act, to purchase silver bullion and to transmit it to India 
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for currency purposes. ‘Thus the Secretary of State might 
either fl) -hold gold in England as part of the reserve 
against the note issue in India, or (2) he might transmit 
the gold to this country to serve the same purpose here or 
(3) he might expend it on the purchase of silver, also to 
form part of the reserve. Gold or silver in transit to India, 
from its location as part of the reserve in England or v’ce 
versa, remains part of the reserve while in transit. In 
practice only the first and the third of the above alterna- 
tive courses are adopted as ordinarily sovereigns are 
imported on private account in sufficient quantities into 
India and render it unnecessary for the Secretary of State 
to ship them.’ 

If the silver required for coinage purposes cannot be 
purchased in India, ^ it is but reasonable that a part of the 
Paper Currency Eeserve should be transferred to London 
by the sale of Council bills to enable the Secretary of State 
to make the necessary purchases whenever necessary. 
But the portion of this Eeserve located in London, came 
to be regarded a first line of defence in a time of' 
exchange crisis, and strong objection was taken to the 
utilization of the currency reserve which is intended mainly 
to enable the Government of India to encash its notes for 
supporting exchange and t6 the investment and locking 
up of large funds in England, It was argued that the 
English joint stock banks worked with a very small 
reserve of gold and relied too much on the Bank of Eng- 
land, and that it was dangerous to hold the gold of the 
currency reserve earmarked at that Bank. The general 
objection to the transfer of Indian gold to London in the 
case of the gold standard reserve applied with greater force 
to the gold in the currency reserve. The Government,. 

1 The necessity and wisdom of transferring even a part of this 
iteserve to London have been doubted and it is urged, with much show 
of reason, that silver purchases should be regularly and direccly made 
in India through Indian merchants. India has a largo bullion market, 
e. g. Bombay, and it is capable of great expansion* It is not an extra- 
vagant but a legitimate demand to ask Government to make its silver 
purchases in this country. This suggestion, if adopted will benefit 
Indian trade without causing inconvenience or loss to Government . 
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however, replied that if the gold on account of the Reserve 
were not drawn to London, it would, in any case, have to 
be transferred there for the purchase of silver when the 
stock of rupees was depleted and gold in India could not 
serve the purposes of currency. It was stated that '‘the 
gold in the Reserve in India has been much in excess of 
the demand, that the Gold Standard Reserve has not in 
itself been sufficient to secure beyond question the stability 
of exchange, and that gold in London is more directly and 
indubitably effective for this purpose than gold in India.” 

The Gold Standard Reserve has recently increased 
very rapidly owing to the enormous amounts of rupees 
the Government had to coin to meet war expenditure 
incurred on account of His Majesty’s Government though 
rising silver prices eliminated all profit on rupee 
coinage for some time. The necessity of earmark- 
ing gold belonging to the Currency Reserve at the 
Bank of England which is said to be ‘ equivalent 
to the export of gold from London to India/ be- 
cause that gold so set aside against notes issued in this 
country, is not available to the London market, was re- 
moved by an amendment of the law, and the Secretary of 
State for India was empowered, by successive steps, to 
invest the Reserve there up to a total amount of Es. 100 
crores this limit of securities in England having been only 
Rs. 4 crores before the out-break of the war. The total 
invested portion of the Paper Currency Reserve was increas- 
ed by March, 1918, to Rs- 86 crores and later to nearly 
100 crores as against Rs. 14 crores only before the war 
broke out. The Gold Standard and -Paper Currency 
Reserves have expanded beyond all expectations in the 
course of the years of war, and the recommendations of 
the Chamberlain Commission could not give sujfficient 
guidance to decide how they should be invested and 
utilised as a permanent policy. 

136. Note Gircwlation. — Indian currency notes 
* are in the form of promissory notes of the Government 
of India, payable in rupees to bearer on demand, and are 
issued in denominations of 5, 10, 50, 100, 500, 1,000, 10,000 

37 
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and latterly 1 and 2li rupees. They are issued without 
limit at any paper currency oflSce against rupees or gold. 
For the purpose of the note system, India is divided into 
certain circles, and (with the exception of the 5 rupees 
note which was universalised outside Burma in 1903) the 
notes were, until 1910, legal tender only within the circle 
of issue/ Since then all the smaller denominations 
of notes up to and including those for 100 rupees, have 
been universalised. 

An urgent demand for currency which could not be 
?:atisfied with the available stock of rupees, led the Govern* 
ment to think of issuing notes of very small denomi- 
r." lions such as one rupee, in imitation of the one £ and 
lO s. notes issued in England to satisfy the enormous 
eorrency needs of the war period. The one-rupee notes 
were issued on 1st December, 1917 and notes of the denomi- 
nation of Rs. on 2nd January, 1918. The issues were 
first confined to the three Presidency towns and special 
facilities were given for their encashment at the Post 
Offices. In the course of a few nK)nths their total issue 
reached] a value of Rs. 45 lakhs, and the encashments 
amounted only to Rs. 11 lakhs. On 31st March 1919, the 
values of the 1 Rupee and Rupees notes in circulation 
were about lOj^ crores and crores respectively. These 
notes were primarily issued with the object of supplying 
additional currency and economising the use of silver 
which had became unprecedentedly dear. The above 
universalisation of notes has assisted to expand and 'popu- 
larise paper currency in India. The average gross circu- 
lation of notes was 28.53 crores in 1900-01, 4514 crores in 
1906-07, 65'62 crores in 1912-13, 64 crores in 1915-16, 101 
crores in 1917-18, 133 crores in 191849 and the circulation 
exceeded 180 crores in 1919-20. The following table 
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shows the gross, net and the active circulation of cur- 
rency notes on 31st March during the past few years * — 


Gross circulation 

Net* circulation 

Active circulation 


Ccrores of Es.} 

(crores of Rs.) 

(crores of Rs.j 

1913 

61 

56 

45 

1914 

66 

59 

50 

1915 

62 

56 

44 

1916 

68 

64 

53 

1917 

86 

82 

67 

1918 

... 100 

98 

82 

1919 

... 153 

... 150 

134 


The expansion of the circulation of currencj shows 
a steadily increasing amount of currency absorption^ Cur- 
rency is said to be absorbed when it remains in the hands 
of the public and is the net addition to circulationi. The 
absorption can be found by adding together the coinage 
of rupees and sovereigns, the net imports of sovereigns 
and the issue of notes and deducting from the rota! the 
increase that may have taken place in the Reserves and 
the Treasury balances of Government. ^The foliowing 
table shows the total absorption of each form of currency 



I 

' i9i5-i6 

1 (crores ot Rs ) (crores of Rs.) 

I 

[ i9i7-i8 i9iS-l9 

(croiesof Rs.) (cruxes ot Rij i 

Gold 

... ' 1^*26 j 

•4o 

j 11-64 • 5 21 

Silver (rupees and 
half-rupees ) 

! 5 52 ! 

io*4o 

} 27 86 ^ -5:2 

Currency Notes 

... ’ 2*87 

7-87 

j i5-4S ‘ :i-72 

Bank and otker 
balances. 

; -Si I 

1 i 

.53 

I 85 1 : 

Total 

... j , 33 * 

iS 4o 

53*i5 1 loc-Ci 


I The* net circulation is obtained by deducting from tue gross 
amount the quantity of notes held in .Reserve Tieasuries. We get tne 
active circulation if notes held in other Government zTreasuries and in 
Presidency Bank Head Offices are further deducted. In this latter 
circulation notes held in Gove nment Treasuries other than Reserve 
Treasuries, are not often included ; but in the above figures The active 
cfreulation is arrived at after making all these deductions. 
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The "foiiowing table gives the circulation of each 
aenomination of note on 31st March of 1915, 191? and 
1919. 


[No. of Notes 
for Rupees. 

1914 

1917 

1919 

1 



105,065,650 

5-8 

... 

... 

7,338,712 


3,222,891 

6,624,239 

18,381,838 

10 

17,726,423 

25,598,996 

46,922,029 

20 

38,415 

21,652 

17,689 

50 

357,059 

i 504,130 

979,508 

100 : 

1,781,370 

j 

1 2,532,181 

4,380,532 

500 

52,774 

48,914 

49,387 

1,000 

91,712 

1 

' 112,480 

1 

151,080 

10,000 i 

1 

15,294 

1 

18,890 

18,885 

1 

Total Pieces 

23.285,938 

32,460,539 

183,345,110 

n Yalue in Rs. ! 

j 

'66.11,75,935 

•86,37.51,735 

153,46,47,790 


137* ©urrency ©perations. — ^The Government of 
India and the Secretary of State perform several functions 
wMcli# in other countries, are performed by private and 
State banks. The connection between the Indian Govern- 
merit and movements of trade, internal and external, is 
very Intimate and the financial operations of the Currency 
Department and of the India Office, are on an extensive 
scale. The Treasury system of Government and its 
management of exchange and currency, which are of the 
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np^tiire of ordinary banking functions, necessitate. these 
operations on behalf of the State. When a central c r 
State Bank is established it can take o%*er these functions 
from the hands of the Government. As matters stand, 
funds have to be moved from treasury to treasury and from 
currency chest to currency chest to meet the seasonsl 
demand arising from the necessity of Snancing export 
trade. 

Briefly the position is that, in addition to the Trea- 
sury, Currency Reserve and Gold Standard Reserve Balan- 
ces at Head-quarters, Government hold large amounts cf 
money distributed over India in District treasuries and in 
currency chests, nearly every treasury having such a chest 
Money comes into the Government treasuries and sut- 
treasuries all over the country in payment of revenue, frori 
which it is necesssary to provide funds for expenditure at 
Head-quarters or in order to meet outgoings in England^ 
Conversely, the trading firms have large remittances to 
make to the interior in payment for produce. Firms 
requiring money for this purpose constantly apply to 
Government for remittance orders from one place to 
anotier within the country, ^nd Government meet their 
requirements so far as they can do so, by the issue at a 
small charge of supply bills and telegraphic transfers 
through treasury or currency. The amount of remittances 
annually efi’ected in this way Is very large. The arrange- 
ment is economical for all parties concerned as enabling 
these transactions to be largely effected without any 
actual movement of coin.”^ We propose to notice in the 
next Chapter, a similarly intimate relation which subsists 
between the operations of Government and the adjustment 
of the transactions of India’s external trade. 

So far as the Government is concerned, funds are 
moved from one treasury to another to supplement the 
moneys available there* Government likewise remits 
funds at a small charge, for the convenience of trade by 
giving them transfers on its treasuries. The paper ciii- 

1 Report upon the Operations of the Currency Department during 
the year 1913-14. 
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lenoy ‘reserve is kept in special * chests’ which are located 
at 3 ach treasury and transfers are made through these 
ciiests. If a certain treasury is short of funds, it may taka 
the amount it requires from the currency chest, and a 
oot-responding transfer from treasury to currency chest is 
nude at some other place, where there are surplus funds- 
a c the time. The aggregate value of transfers ‘through 
currency’ in 1918-19, amounted to 55T3 crores of rupees 
and the total movement of funds through treasuries as well 
as through currency offices, amounted to just over 100 
crores. 

138* War and eurrency.— So far we have given 
ail account of the Indian currency system as it developed 
from stage to stage till the outbreak of the war, with oo» 
casional references to the effects of the prolonged and 
exhausting struggle upon that system. The war which 
has tnrown the world’s currencies and exchanges into 
utter confusion, did not fail to disfffrb-and upset the Indian 
gold exchange standard. As the question of foreign ex- 
change will be dealt with specifically in the next Chapter 
so that it may be adequately treated, w'e shall here pay 
it only a passing notice and direct attention to other 
salient points in the position into which Indian currency 
was driven by the stress of abnormal circumstances. It iss 
however, necessary to remark that India’s currency 
difficulties were primarily and directly due to the valuable 
p art the country took in the prosecution of the war and 
constituted her sacrifice for the Empire and her contri- 
bution to the successful termination of the struggle. The 
first effect of the outbreak of the war was seen in the 
weakening of the exchange, withdrawals of savings bank 
deposits, a demand for the encashment of notes and a run 
on Indian gold stocks. These difficulties were courage- 
ously met by Government, and public confidence was 
restored in a short time. 

The most serious difficulty Government had to en- 
counter, was presented by the enormous demand that arose 
for currency and that could not he satisfied with such 
large issues of rupees and notes as could be put into oir- 
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eulation. On the one hand, imports into India were cur- 
tailed by a shortage of shipping and England’s preoccu- 
pation in the production of munitions and on tie other, 
exports had to be maintained on an extensive scale for 
supplying the Allied armies with food and war materia!. 
Foreign indebtedness to India due to the trade balance^ 
could not be adequately met as gold became scarce and 
the situation was aggravated by the enormous disburse- 
ments which the Indian Government had to make 
in this country on behalf of His Majesty’s Govern- 
ment and repayable in London. From the table given 
on a preceding page,^ it will be seen how the im- 
. ports of treasure into India were seriously curtailed 
during the war period and the natural result of 
this unsatisfied Indian demand and unliquidated trade 
balance, was that Government had to get hold of all the 
silver it could and coin it into rupees. The pressure upon 
the world’s silver supplies was intense and its price steadi- 
ly rose till at last it attained unprecedented heights with 
89 d. an oz. in 1920. Between April 1916 and March 1919, 
Government purchased no less than 300 million standard 
ounces of silver in the open market besides the 200 million 
fine ounces placed by the TJ. S. A, under a special agree- 
ment, at the disposal of India. While on the one side, the 
demand for silver was abnormal, all the world over, the 
production of that metal averaged 178 million ounces 
during the four years 1914-17 as against 228 million oun- 
ces, the average of the preceding four years. 

The exchange standard depends for its success upon 
Government’s ability to maintain the artificial value of 
the rupee and to prevent it from rising above or falling below 
the fixed rate. On account of the extraordinary conditions 
mentioned above. Government found it impossible to work 
the system in the normal way. They, therefore, restricted 
the amount of rupees offered for sale in London and control- 
led the operation of exchange banks which were asked to 
finance the export of commodities of national importance 
required for the prosecution of the war so as to economise 


1 Page 205. 
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the supply of currency. But the most serious factor which 
upset the exchange standard was the high price of silver 
combined with reduction of gold imports.. The bullion 
par of the rupee, that is, the price at which Government 
can issue rupees to the public on the basis of the fixed 
ratio 1 sovereign ==15 rupees, without loss, is 44 d. per 
ounce. This means that if silver rises above this level of 
sterling price, the 165 grains of silver contained in the 
rupee are worth more than 16 d. and Government must ei- 
ther suffer loss in issuing rupees or demand more in ster- 
ling for them.^ Government was, therefore, driven to the 
necessity of raising the sterling value of the rupee in 
successive stages in response to the continued rise in the 
price of silver. 

139. Breakdown of the Standard.— Thus the ex- 
change standard which had been maintained by preventing 
the rupee from falling below 16 d., broke down, and the 
other contingency that silver would rise to such heights 
had not been contemplated. By law the rupee had been 
made i^th part of the soverign or equivalent to 7‘5 grains 
of gold, there being about 113 grains of pure gold in a 
sovereign. But this ratio had to be raised with the rise 
{ f silver, and the Government’s rate of selling rupees by 
'elegraphic transfer was successively enhanced, till it 
leached 28 d, on 12th December, 1919. Besides raising the 
rate of exchange, Government adopted a number of other 
measures to meet the situation created by dear silver and 
the practical cessasion of gold imports in liquidation of the 
trade balance. 

On 29th June, 1917, the use of silver or gold coin for 
other than currency purposes was made illegal and on 3rd 
September of the same year, the export of silver coin and 


1 The bullion par of a token coin is the value of its metallic contents 
as distinguished from its face value. This par is 66 d. in the case of 
the English shilling, 60f d. in that of the French five franc piece and 
59-1 d. 'with regard to the D. S. A. dollar. When the gold value of the 
token coin exceeds the value put upon it, the coin loses its token charac- 
ter and Government must either reduce its metallic content or raise its 
nominal value in response to the lise in the price of the metal. 
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bullion was prohibited. Notes of the denominations of 
Rs. and Re. 1 were issued with the ^iew to economise 
silver. With the same object a new two anna nickel piece 
was issued at the end of March, 1918 and in September, 
1919, authority was taken from the legislature for the issue 
of four anna and eight anna nickel pieces. The latter 
were not to be unlimited legal tender like the silver half- 
rupees and the limit was put at one rupee. To make up 
for the shortage of silver. Government tried to increase its 
holding of gold by requiring all gold imported into the 
country to be sold to it at a rate fixed from time to time 
and based upon the sterling exchange value of the rupee 
and irrespective of the prevailing premium on gold as 
compared with sterling and of the existing legal parity bet- 
ween the rupee and the sovereign. 

To supplement the rupee and paper currency a branch 
of the Royal Mint was opened in Bombay in August, 1918 
and as some delay was inevitable before sovereigns could 
be minted there, the gold Mohur of the same weight and 
fineness as the sovereign, was issued. In April and May 
of 1918, a grave currency crisis seemed imminent and 
Government escaped from inconvertibility by the skin of 
its teeth. The silver supplied by the Government of the 
U. S. A. under the Pittman Act^ was of the greatest use in 
the crisis. Before gold coinage was suspended in April, 
1919, 2,110,000 mohurs and 1,295,000 sovereigns had been 
coined in Bombay. On account of the premium upon gold 
in the bazar, the sovereign selling at as much as Rs. 19, 
gold coins hardly circulated as currency, though in 1917 
and in 1918, Government issued sovereigns and mohurs 
amounting in value altogether to £ 11 million. ' In order 
to supply to the public the gold for which there was an 
exceptionally keen demand. Government commenced, at 
the end of August, 1919, fortnightly sales of that metal 
and succeeded in bringing down its price to an appreciable 
extent. 


1 The Act atithorised the sale to other Governments of silver not 
exceeding 350 millions silver dollars from the holding in the dollar 
reserve. 


38 
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SaMngton Smith eonimittee— Ic was nc^ 
defence of the exchange standard to say that under it. 
Government was at liberty to raise the value of the rupee 
as circumstances required because that value had been 
fixed as that of so many grains of gold, the rupee being 
regarded for all practical purposes as a bit of gold and 
not of silver. The chaotic condition of the system of 
currency and exchange at last* appeared to call for an 
inquiry and a suitable remedy. On 30th May, 1919, the 
Secretary of State, therefore, appointed a committee with 
Sir Henry Babington Smith as Chairman. The Committee 
was asked t » examine the effect of the war on the Indian 
exchange and currency system and practice and upon the 
position of the note issue and to make recommendations 
as to modifications that might be thought necessary with 
the view to ensuring a stable gold exchange standard. 
The question of monetary standard was not kept open and 
what was desired was the stabilizing of the exchange value 
of the rupee at a suitable rate. 

The Committee attached the greatest importance- 
to stability of the value of the rupee and thought that if a 
large change had taken place in it already. ^it\iiaybe 
preferable to establish stability at the new level rather 
than to submit to the further change which is necessary 
for a return to the old level, especially if the former 
course shortens the period of uncertainty.’ The alter- 
native courses open if the rupee was not to be fixed at a 
high sterling rate, would have been (1) a reduction of the 
fineness or weight (or both) of the rupee (2) the issue of 2 
or 3 rupee coins of lower proportional silver content, (3) 
the issue of a nickel rupee, or (4) temporary and partial 
inconvertibility of the note issue. The Committee rejected 
all these suggestions on the ground that the rupee with 
which the masses had become so intimately familiar, and 
to which they were, so to say, deeply attachd, must, in no 
case, be tampered wuth, and as regards inconvertibility,, 
temporary or otherwise, it was simply unthinkable. 

The most suitable rate of exchange was, in the opinion, 
of the Committee, 24 d. and it was to be expressed not in 
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terras of sterling but in terms of gold. That is to say, the 
rupee was to be linked to gold and not to the pound sterling. 
Gold coin was not in circulation in England and Treasury- 
notes formed the great bulk of the full legal tender cur- 
rency and they were not conyertible into gold. The pound 
sterling was therefore at a discount.^ The American 
dollar was convertible into gold and JSTew York was the 
only free market for gold. The relation between the gold 
sovereign and the gold dollar is the relation between the 
quantities of the metal contained in the two coins and it is 
expressed by saying that the sovereign = 4*8666 dollars. But 
in December 1919, the pound sterling was quoted at £ 3 '83, 
which meant a depreciation of 21 per cent. The discount 
on the British currency has continued, though on a slight- 
ly reduced scale. In view of this depreciation and fluc- 
tuation in the value of sterling, the Committee recommend- 
ed that the rupee should be linked to gold and not to 
sterling. The stable relation between the rupee and gold 
was fixed at the rate of Rs. 10 to the sovereign or of one 
rupee for 11*30016 grains of fine gold. 

141® ©hief Recommend atioiis Having altered 
the gold value of the rupee from one fifteenth to one- tenth 
part of a sovereign and rendered it independent of the 
depreciation of the pound sterling, the Committee 
proceeded to make other recommendations. It wished 
that the import and export of gold into and from 
India should be freed from Government control and 
reiterated the opinion of the Chamberlain Commis- 
sion that though the aim of the currency policy 
should be to give to the people the form of currency they 
demand, ‘ gold can be employed to the best advo.ntage in 

1 “The result is that theie is a divergence between the value of the 
pound sterling and the sovereign. One hundred ounces of fine gold can 
be coined into 425 sovereigns ; but at the quotation on 17th December, 
(108 8. 9 d. per oz.) 100 ounces of fine gold cost approximately C 544 
in sterling, i. e. in notes. Thus £ 1 sterling (paper) is equivalent to 
425/544 or 78 of the sovereign (gold), a discount of 22 per cent.; con, 
versely, the sovereign (gold) is worth £ 544/425 or £ 1*28 sterling 
(paper), a premium of 28 per cent.” — Report of -Babington Smith Com- 
mittee, paragraph 55. 
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the Government reserves where it is available for meeting 
the demand for foreign remittance/ The Bombay branch 
of the Royal Mint was to be reopened for the coinage of 
sovereigns and half sovereigns and the obligation of 
Government to give rupees for sovereigns was to be with- 
drawn in view of the prevailing shortage of silver though 
in normal times facilities were to be given for the conver- 
sion of legal tender gold into legal tender silver coin and 
vice versa The public was, of course, to be given opporm- 
ny^ies to exchange sovereigns in their possession at the 
rate of Rs. 15 per sovereign at the time of the introduction 
of the new ratio The suggestion which had been placed 
before it in favour of a modification in the practice of 
purchasing silver for coinage and of arranging for the 
purchases in Bombay, which has a large bullion market, to 
the benefit of the Government and the advantage of Indian 
dealers, did not commend itself to the Committee who 
refused to make any recommendations in that behalf 

The Committee made important suggestions regarding 
the Paper Currency and Gold Standard Reserves. It may 
be recollected that before the war the invested or fiduciary 
portion of the Currency Reserve was limited to 14 crores 
of which 4 crores might be held in sterling securities. 
The expansion of the note issue and the deficiency in the 
supply of the precious metals during war time, compelled 
Government successively to raise the limits of investment 
and the statutory maximum reached was 120 crores, out of 
which 20 crores might be invested in the securities of the 
Indian Government The formula laid down by the 
Chamberlain Commission in this behalf was that the 
fiduciary portion of the reserve should be fixed at ' a maxi- 
mum of the amount of notes held by Government in the 
Reserve Treasuries, plus one-third of the net circulation/ 
The object to be aimed at being the elasticity of the note 
issue and the security of its convertibility, the Committee 
thought that it would be enough to ‘put the statutory mini- 
mum for the metallic portion of the Reserve at 40 per cent. 
4>f the gross circulation. The holding of Indian securities 
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was to be limited to 20 crores and the balance was to be 
held in securities of other Governments comprised within 
the Empire, not more than 10 crores of this holding having 
more than one year’s maturity and all being redeemable 
at a fixed date. The existing permissive maximum of 120 
crores was to be retained for a limited period. 

The higher rate of exchange would necessitate the 
revaluation of sterling investments and gold in the Reserve 
at 2 s. to the rupee, and the loss resulting from the deprecia- 
tion could be made good from savings due to the rise in 
exchange. To meet the reasonable demand for additional 
currency provision was to be made for the issue of notes 
up to 5 crores over and above the normal fiduciary issue 
as loans to the Presidency Banks on the security of export 
bills. As regards the public grievance about the location 
of a part of the Reserve in London, it was recommended 
that the silver and gold in the Reserve should be held in 
India except for transitory purposes. ISTo limit could be 
fixed to the accumulation of the Gold Standard Reserve 
and it was suggested that when practicable it should be 
held largely in the form of gold, securities with early 
dates ot maturity being selected for the invested part of it 
in order to keep it as liquid as possible. A portion of the 
gold in the Reserve not exceeding one half was to be held 
in India. 

142. CBriticism : — It will be seen that several of the 
recommendations of the Babington Smith Committee were 
designed to improve the Indian currency system consis- 
tently with the maintenance of the exchange standard 
and were calculated to remove the grievances of the public 
and to meet the wishes of critics in many important res- 
pects. Leaving the question of the high rate of exchange 
to be discussed in the next Chapter, we may here say 
that the alteration of India’s monetary standard by the 
executive action of Government and the general working 
of the gold exchange standard daring and after the War, 
have caused deep and widespread dissatisfaction in the 
country. Mr. Dalai, the only Indian member of the Babing- 
ton Smith Committee, could not agree with his colleagues 
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on the fundamental questions at issue. He strongly- 
protested against the change in India’s money standard' 
■which was the legal ratio of 1 : 15 between the sovereign 
and the rupee, which change he characterised as “ a verit- 
able revolution in her currency arrangements which must 
cause a widespread and lasting hardship amongst the 
masses of the people of India.” 


Mr. Dalai further says that it was not also necessary 
TO alter the currency standard and that the high price of 
silver was not a sufficient justification. He thinks that the 
large demand for currency in India was caused mainly 
by the acceptance in London of payments due to India 
m the form of sterling which could not be transmitted to 
India by the usual methods.’ The indebtedness of foreign 
nations to India could have been liquidated by the float- 
ation of loans in them if not by the import of the precious 
metals. Great Britain paid for TJ. S. A. imports by the 
export of gold and of American securities held by British 
citizens and by floating loans in America. The same pro- 
cedure could have been followed with reference to India’s 
favourable trade balance.® But no such steps were thought 
of and the action of the Indian Government in prohibiting 
the exports of silver, the exclusion of the Indian stocks of 
that metal from the world’s markets and the enhancement 
of the rate of exchange, drove silver prices to high levels. 
The mere fact of India selling her silver would, in Mr. 
Dalai s opinion, have shaken the strength of the silver 
market, and the sale of its silver currency by the Govern- 
ment of the U. S. A. in similar circumstances, lends sup- 
port to his contention. 


1 <'In contradiBtinction to this legally established standard the 
gold exchange standard has no validity. It has not been clearly and 
eaplxcitly defined. The anthorities who conduct it exexcise the Widest 
discretion in Its regulation but hitherto have been careful to respect 
the legally constituted ratio between rupees and the sovereign.” ^ 

2 “ Still there is little room for doubt that, during the war, British 
•government loans could have been successfully floated in India on a 

and terms as some of those publicly 
• -A . to meet the expenditure of the Imperial Govern- 
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The extraordinarily high prices of silver threatened 
the token currencies in England, France and other coun- 
tries and their Governments met the contingency by issu- 
ing notes of small denominations and by preparing to de- 
base the silver coins or manufacture new coins* It had 
been proposed, and the proposal was approved by Mr. Dalai, 
that while the existing silver rupee of 165 grains of fine 
silver should be continued full legal tender, its further 
coinage should be stopped and as long as silver prices ruled 
high, rendering the bullion value of the rupee higher than 
its face value, Government should issue 2 rupee silver 
coins of reduced fineness and make them legal tender, 
making it impossible for the new currency to go to the 
melting pot If the choice lies between altering the 
standard of value and the metallic contents of a token 
coin, the latter alternative is certainly preferable, because 
it is less disturbing in its effects. And this method has been 
followed in several countries during the war. The rupee 
is, after all, a token coin^ and a change in its silver con- 
tent would not have been a serious matter.’ But the 
Government was overwhelmed with apprehensions regard- 
ing the political effects of the measure and the Committee 
on Currencey and Finance regarded the weight of its opinion 
as decisive. The objection was certainly not entirely base- 
less and the adoption of the measure, often erroneously 
characterised as ‘ debasement/ was surrounded with ad- 
ministrative difficulties, particulary the prospect of the 
new coin driving the full-weight rupee out of circulation. 
But as a matter of fact. Government faced worse difficulties 
and need not have shied at the proposal to issue a new 
token coin. 


1 See the‘Aiithor‘6 Currency Keform in India. 
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W3. Mechanism of Exchange.-lf full payment 
in gold or silver was to be made to foreign countries for 
commodities imported from them and if they were expect- 
ed to make remittances of the precious metals for articles 
exported to them, it would be a troublesome and wasteful 
proceeding. As the paper money of one country will not 
be accepted for payment of debts in another, the precious 
metals will have to pass to and fro between nations to 
settle their indebtedness to one another. But the trouble 
is avoided and the expense is saved by the mechanism of 
bills of exchange which enable international indebtedness 
to be adjusted very easily. Importers who have to make 
remittances abroad, purchase the orders issued by expor- 
ters of commodities to foreign countries to their customers 
and send them to their creditors who realise the money 
from people on whom the bills are drawn and who are 
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themselves saved the trouble of making remittaaces to 
their own creditors. If a balance of indebtedness remains 
after such adjustment has been made, gold or silver may 
be remitted to make up the amount.^ 

The reciprocal liabilities of two nations, as of two in- 
dividuals, are not equal and the balance may be paid as 
mach by the remittance of a bill of exchange as of gold. 
Bills can be transferred by indorsement and are always 
available in ail parts of the world for payment abroad. 
Indiaj for instance, imports more from England than she 
exports to that country and may be expected to make a 
remittance of the balance due to her. But if India is a 
debtor to one country, she is the creditor of many 
whose Indian imports exceed their exports to India. The 
liability of India can thus be transferred to other countries» 
who are on the balance? her debtors. On account of Eng- 
land’s extensive commerce, her well-established banking 
and the stability of her standard of value, London has be- 
come a great financial centre though to pre-eminence was 
shaken by the war and challenged by New York. And a 
bill on London is in universal demand and such bills are 
drawn, by arrangements with banks in all parts of the 
wprld, and become a convenient means of making pay- 
ments.^ 


1 “ International like domestic transactions are settled in terms of 
money . the machinery for effecting payments differs in magnitude, not 
in principle. A merchant A in France, let us say, his imported coffee 
from M in Brazil, while B in France has exported the same value of 
silks to N in Brazil. Instead of sending money to M, and N sending it 
hack to B, it is far simpler for A and B to settle with each other in 
Paris and M and N in Rio de Janerio. B accordingly writes an order, 
known as a hill of exchange, to N directing him to pay M, or, in techni- 
cal language, B draws on N ; A buys this bill from B and remits (i. e. 
sends) it to M, who presents it to N and gets it cashed. Thus no money 
is exported and only one bill is drawn. Inasmuch as it is not always 
easy for the Wb and N’s to find each other in Rio de Janerio, and the 
A’s and B^s in Paris, the business of issuing and purchasing such bills 
has become the function of the banker and the bill broker.” — Seligman 
Principles of Economics. 

2 See Hartley Withers : Money Changing, page 111. 

a9 



SOS 


ISBIAK EOOISI-OMIOS. 


Foreign Exchange.— -In domestic exchange, 
that is exchange between one part of a country and another, 
there are no complications of different currencies such as 
those which characterise foreign exchange. The currency 
Is the same and the only thing that has to be done is that 
proYision has to be made for making remittances of money 
for commodities purchased. In the busy season in India, 
rupees and currency notes, particularly the former, are 
sent from the port towns and commercial centres to the 
districts for payment to cultivators for their crops. But 
shroffs and banking houses finance this trade and remit- 
tances are made through the instrumentality of bills or 
* hundies.’ A merchant who wants to make payment to a 
dealer in a distant place, will buy from a local banker 
a hiindi for the required amount and it will be duly cashed 
when presented and the remittance will thus be effected* 
This hundi system has been in vogue in India for centuries 
and the internal trade of the country has been financed 
through their means. 

Before the days of railways, the post office and a uni- 
fied currency, domestic exchange in India was surrounded 
with difficulties. The insecurity of carriage of bulky 
money from one place to another, was a risky matter and 
therefore hundi rates were likely to be high and liable to 
fluctuations. Even today, exchange between British 
territory and some ITative States which have their own 
distinctive currencies is just like dealing in foreign 
exchange. But on the whole, internal exchange has been 
very much simplified by the facilities which are now 
available. Exchange, briefly, involves the question of the 
price of money in a particular place as expressed in the 
terms of the same currency, made available in another 
place and is governed by the expense of remitting money 
and is regulated by the intensity of demand and supply. 
The charge made by the banker is the price of the remit- 
tance. 

To understand the nature of foreign exchange we have 
to extend this idea of domestic or internal exchange. The 
problem of foreign exchange is complicated by the differ- 
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“«Bces in the currencies of different countries. The ud cer- 
tainties relating to exchange between gold standard and 
silver standard countries or countries having a gold stan- 
dard and t|iose with paper currencies, are very great. 
The instability and fluctuations in the Indian exchange 
during the twenty years preceding the closing of the mints 
in 1893, may be recalled here as an illustration. Even as 
between two countries having the same monetary stan- 
dard, however, exchange may not be stable under certain 
circumstances, and the state of the exchanges of European 
countries with one another and with the TJ. S. A», during 
and after the War, is an instance in point. There aie 
several forces at work even in times of peace which affe?! 
foreign exchanges in different circumstances. 

W3* Rate of Exchange.— The rate of foreign ex- 
change is the rate at which a definite amount of foreign 
money can be obtained and laid down in another country 
by the payment of the money of one’s own country. A 
merchant who wants to make a remittance to a foreign 
country, inquires how much he will be able to pay to Us 
creditor abroad with a definite amount of the currency of 
his own country. If the rate of^rchange between London 
and New York is declared to be 4'866, it means that an 
English merchant will be able to remit that amount of 
dollars to America by paying one sovereign in London. 
Similarly if the exchange on Paris is 25*225, the same 
merchant will lay down that amount of francs in Paris by 
paying one sovereign to his banker in England. 

The rate of exchange between countries having the 
standard coin made of the same metal, will be the relation 
between the weights of the metal of a particular fineness 
contained in the coins. This is the ‘ mint par of exchange.’ 
and the actual rate will be above or below it as a country 
has to receive more or less from foreign countries than it 
owes to them. The fluctuations in the rate of exchange, 
are, however, limited to the * gold points,’ and of the two 
methods of remitting money abroad viz. sending gold and 
sending a draft, that one will be chosen which is less ex- 
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pensive. If the charge of remitting gold is lower than, 
that of posting a bill, the former alternative will, of course^ 
be preferred to the latter.^ 

The relative value of the English sovereign and the 
French franc is 25f. 22c. to the sovereign which is the 
mint par of exchange. If the cost of remitting one sover- 
eign to Paris is say 7c„ it will buy only 25f. 15c. in that 
city. A London^merchant will prefer to buy a bill and 
send it rather than remit gold if he can obtain, say 25f. 
18c. in Paris by the former method. This will, however, 
depend upon the mutual indebtedness of England and 
Prance which will determine the rate of exchange lying* 
between the gold points.^ 

There can, of course, be no mint par of exchange 
batween countries having currencies of different metals, 
but the general principles of foreign exchage given above 
apply also to the reciprocal relation between those curren- 
cies. The fluctuations in the rate of exchange will, in 
these cases, be great, but at any given moment, there 
will be a definite rate at which the currency of one coun- 
try based on gold may be converted into that of another 


1 ‘‘ When the number of people who want to send from Sydney to 
London is greater than the number of those who want to send money 
from London to Sydney, the latter will be in an advantageous position, 
and able to buy drafts cn favourable terms, but the amount in Sydney 
that the sovereigns or cheques representing sovereigns in London will 
fetch cannot rise above the exact equivalent plus the cost of remitting 
coin from one cectie to the other. When that point is reached the ex- 
change is at gold point." — Hartley Withers i The Meaning of Money. 

1 ‘‘It thd3 becomes evident that the foreign exchanges are a 
Eiechanism by wnicb International indebtedness is settled between one 
country and another and that rates of exchange are the prices at which 
the currencies of the various countries are expressed relatively to one 
another. When the balance of claims between two places does not 
roughly agree gold has to be shipped to settle the difference, unless it * 
can be met by what is called arbitrage which consists of dealings in 
bills on other centres. For instance, London may not have enough 
claims on Paris to set off the claims of Paris on it but may be able to 
fill the gap with bills on Berlin, or some other centre, which Paris may 
happen to want^ — Ibid. 
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iiaving a silver or paper basis. The market price of silver, 
and the quantity of the paper money in circulation will 
determine this rate of exchange. The exchange on India 
before 1898 and on China even at the present day, are 
Instances in point. 

There is one matter which it is necessary to make 
clear in this place, and it relates to the way in which 
foreign exchange is expressed. We may state either how 
much of foreign currency a unit of our national currency 
will buy or how much of our own currency will be needed 
to purchase a unit of foreign currency. These are two 
ways of expressing the same relation, but are likely to 
create confusion in the minds of the uninitiated. Thus in 
London the exchange on New York and Paris is stated to 
be £4’86 and 25f. 20o. respectively, but that on Bombay is 
Bald to be Is. 4ld. That is to say, while exchange in Lon- 
don with reference to the first two countries is expressed 
in terms of their currencies, that on Bombay is expressed 
in terms of British money. Prom this, the Indian end, we 
.may say that one rupee will buy Is. 4vd. in London, but m 
the same principle, the exchange on Bombay would be 
expressed by being stated as Rs. 14-15-0, which is the 
amount of the Indian currency th£^ the sovereign will boy 
in this country. But it is the practice to express both, 
the exchange on London and that on Bombay, in English 
currency and it will be, say Is. 3§^d. and Is. 4]:d.^ 


r The expressions ‘ high exchange’ and ‘low exchange’ will pruve. 
misleading unless the sense in which they are used in particular cases is 
clearly understood. Exchange which is ‘low ’ from one point of view, 
will he ‘high’ from the other view-point. A rate of exchange which Is 
favourable from the point of view of importers is unfavourable from 
that of exporters. But exchange is said to be favourable to a country 
when it is in a position to receive more of a foreign currency for a 
definite amount of its own 5 because it is in having to make excessive re- 
mittances abroad that the danger of exh'austing national stocks of gold 
and embarrassing the banks of the nation by reducing the available 
backing for credit, is involved. National stocks of gold are jealously 
guarded as on them is reared the whole superstructure of a nation’s 
^system of credit. 
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Indian Exchange.— Having briefly stated the 
general principles of foreign exchange, we shall now 
proceed to describe the nature and the course of exchange 
in the case of India. The question of foreign exchange has 
played a very important part in the development of the 
currency and financial organization of India owing mainly 
to three causes : (i) First, the standard of value, as described 
in the last Chapter, was for many years, in India a silver 
standard. With the steady fall in the value of silver, the 
exchange with countries having a gold standard went lower 
and lower till the fail was arrested by the closure of 
mints in 1893. Exporters of goods from India benefited by 
a fall in exchange as they received more silver in India for 
the same quantity of gold obtained in foreign countries as 
t:ie price of those goods. But importers of commodities 
from abroad and others who had to make remittances to 
foreign countries, had to pay more rupees to get the same 
Q lantity of sovereigns in London. With the adoption of a 
guld standard the problem of exchange lost its terrors and 
fiuctuation? in the rate were limited. 

(2) The second factor in the situation has been the 
obligation or. the Government of India to remit a large 
amount of money every year to the Secretary of State for 
meeting the Home Charges. Government was, therefore, 
deeply interested in bringing about a stability of exchange 
so that it might be sure as to the amount of rupees it must 
provide from year to year and might not have to suffer^ 
1 jsses owing to the depreciation of the currency as com* 
pared with gold. Though a gold standard was established 
In India, it existed for purposes of exchange only, and the 
responsibility rested upon Government to maintain the 
value of the rupee at the fixed rate of 16d. to the rupee. 
Government altered the monetary standard and raised the 
exchange value of the rupee during war time to make it 
keep pace with the rising prices of silver. The Indian sys- 
tem is not automatic and the relation of the rupee with 
foreign currencies is not regulated by the course of the 
prices of silver and gold and the course of trade. The 
balance of trade does indeed determine in India, as elso* 
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where, the fluctuations of exchange between the gold 
points, but if the exchange rises or falls beyond these 
limits, it is manipulated by GoYernment by the cessation 
of the sale of Council bills in London or by the offer 
of drafts on London, as we shall presently snow. 
The financial transactions of the Government of India 
in this country and in London, have thus exercised a 
powerful influence upon the development of the system 
of exchange in this country. 

(S) But there is a third factor in the situation, viz tlia 
needs of the import and export trade of the country. The 
great Exchange Banks, no doubt, finance the export ard 
import trade but the Secretary of State for India sells 
drafts on the Indian Government to place himself in funds 
in London and also for the convenience of imoorters of In* 
dian goods into England. The latter want rupees for the 
payment of the price of Indian exports to be laid Jdowa 
in this country, and they can get the rupees either by 
purchasing the drafts sold by the Secretary of State for 
India or by shipping soveregins to this country and 
receiving rupees and currency notes in exchange for them 
from the Indian Government. The less .expensive of the 
two methods is, of course, preferred by merchants and 
bankers. 

The Secretary of State has often to sell Council drafts 
beyond his immediate needs for the convenience of trade^ 
and he places himself in funds for the purchase of 
silver out of which rupees are coined here. Exchange 
on India will rise when there is a great demand for 
remittance to pay for Indian exports in the busy season 
and will fall in the slack season when exports are reduced 
and there are very small payments to be made to India. So 
long as the mints were open, people had the right to take 
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imported silver bullion to them and to have it coined into 
rupees. This import of silver into India competed with 
the sale of the Secretary of State’s bills in London. But 
when the mints were closed and the relation between the 
rupee and the sovereign was fixed by law, Government 
practically got a monopoly of the supply of Indian curren- 
cy, and foreign merchants could obtain that currency here 
either through the purchase of Council drafts or the ship- 
ment of sovereigns. It is only when the exports from India 
fall off owing to scarcity that the method of Council bills 
fails, and the Government of India has to sell reverse 
bills, and the Secretary of State meets his requirements by 
drawing upon his reserves, by borrowing or in other ways. 

Ml* Development of the System.— The question 
of devising a convenient method of remitting funds to 
England has been often discussed since the beginning of 
the last century. The manner in which such remittances 
could be defrayed with the greatest advantage, engaged the 
attention of the Court of Directors as long ago as 1813, w^hen 
they explained to the Government of India that this might 
be effected either by advance to the public service which 
would be repaid by the British Government in Englqjid, 
or by remittances through private merchants who would 
pay money in England in return for hills on the Indian 
Government, or would receive advances in India from the 
Government, to be employed in the purchase of goods 
consigned to the United Kingdom ; if these methods failed 
to give sufficient remittances, bullion might occasionally 
be consigned to the Court of Directors.”’ All these 
different methods have been followed simultaneously or 
separately as was found necessary and convenient, and 
the Government of India have also remitted funds to 
England by buying bills in Calcutta. The method of selling 
1 Report of the Fowler Committee : Index and Appendices, page 24. 
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bills of exchange on the Indian Government was found to 
be the best, and since 1862, reliance has been mainly 
placed upon it for drawing funds to London. Sales of 
the Secretary of States’s Bills were at first made (1862) 
monthly, and at a fixed rate of exchange. By a series of 
changes, fortnightly and then weekly sales were substi- 
tuted for monthly ones ; allotments to the highest bidder 
took the place of sales at a fixed price ; tenders were 
invited (1876) for telegraphic transfers as well as for bills 
on India ; reductions were made in the minimum fraction 
of a penny per rupee in the price at which tenders would 
be received ; and applications were invited and received 
for bills and telegraphic transfers on dates intermediate 
between the regular fortnightly or weekly sales. Bills 
and transfers so sold are described as “ Intermediates ” or 
^‘Specials.’*' 

** The method of transferring funds from the treasury 
of the Government of India to that of the Secretary of 
State on a large scale by the sale of Council drafts is 
rendered possible by the fact that India has ordinarily a 
very large trade balance in her favour. Except in years 
of very deficient crops and unfavourable trade, this balance 
is so large as to be only partly met by the remittances 
which banks and commercial houses are enabled to make 
to India by purchasing the Secretary of State’s drafts . 
considerable portion of the world’s debt to India remains 
to be discharged by other means. Before the closing of 
the Indian mints to the free coinage of silver in 1893, this 
supplemental remittance* was effected by shipments of 
silver to India to be coined into rupees " since the closing 
of the mints it has taken the form of shipments of sover*- 
^igns which are received at the Indian mints and treasuries 
in exchange for rupees at the rate of 15 rupees to 1 

1 Report of the Chamberlam OoTuraission t Appendices, page 217. 

40 
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148. India’s Balance Sheet. — The balance of 
trade is said to be favourable to a country when its ex- 
ports to foreign countries exceed its imports from them. 
But this is a misleading phrase and the so-called favour- 
able balance may mean the drain of a nation^s wealth, 
while an excess of imports over exports may be indicative 
of growing prosperity. Great Britain imports more than 
she exports but this excess does not represent her indebted- 
ness to foreign countries^ but rather the payments ’made 
to her by them for services rendered. The exports of India, 
which are not paid for by imports, represent the payment 
this country has to make to the Secretary of State for 

* home charges,’ the profits of British firms and remits 
tances of Europeans resident here. The true balance of 
indebtedness is found on a careful synthesis of various 

* visible ’ and ‘ invisible’ items of export and import, and 
customs statistics leave a big gap which a close scrutiny 
must fill up. The two sides of the Indian account will 
stand thus 



Impons of merchanclse 

(0 

Ecpuit^ i>t niercbandise to 

pay for imports of merchan- 

(A) 

„ gold and silver 


dise ttnd or precious me- 




tals and secuiities. 


j, securities. i 


Expoits of mei cliandise to 

(d) 

Remittances to private - 

pa} for Home Charges. 


individuals sudi as ti a\ e.- 1 
lets &c. or institutions. \ 

(0 

Exports of merchandise in 
lieu of piofits, commission, 
interest &c. payable abroad. 

(0 

Import of capital for in- 



vestment. 

(i) 

Expo Its or uieit-handise to 

(/) 

Ser-v ices rendered to Indi.. 

pay for investment of capi- 

by Government officiais, 
banks, shipping and in- > 

. 

ta! in India. 



surance companies &c 

(O 

Remittances to indiMduals, 



fui siippoit oi families &c. 


As the exports of India are normally in excess of 
imports, the account sheet may be more conveniently 
presented thus : — 



INDIA’S BALANCE SHEET. 


315 


(a) Exports o£ mertiiandiac. 


(a) I Hi; oils, >l lae. uhandiso. 

('^0 ’ previous uietals. 

(it) Hiports ol' secuiities. 

(d} ,5 ser\i.es in various 

tornio ronJeied by Go\einment servants, 
^hippeis,insuiaiii.e vompanies, merchants, 
capitahsts, manuuic.ir eia 


The Secretary of State’s drawings by means of Council 
bills and telegraphic transfers are represented as imports. 
From the point of view of -Indian exporters of mer» 
chandisa this is true enough because they receive payment 
for their goods from Government treasuries in this 
country. But from the point of view of the natioiij 
as a whole, Council drafts mean also a withdrawal 
of wealth from India inasmuch as the Government 
of India, representing the nation, meets the drafts of 
the Secretary of State who withdraws funds from this 
country for spending them in England. If the drawings 
are, therefore, shown on the credit side, an equal amount 
must be shown on the debit side also. In the statistical 
tables presented in Government reports, Council bills are 
invariably shown as imports of funds, but there is no 
corresponding entry on the other side showing an equal 
remittance from the Government of India to the India 
Office. Government transactions also are excluded from 
the statistics in connection with the balance of trade and 
this causes some confusion.' What, in reality, happens in 
this case is that the Secretary of State diverts to himself 
a part of the funcs which otherwise would have come into 
this country. He is^ as it were, an exporter of services for 
which he ‘draws’ upon India and the Indian Government 
on this side, pays his drafts. As the British trade balance 

1 See Appendix I to the Currency Department lieport for 1913-14, 
where the whole question cf the balance of accounts is dealt with in 
detail. 
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sliows an excess of merchandiese imports explained by 
Englishmen's services to foreign countries, the Indian 
trade balance must show an excess of exports which pays 
for the services imported. The council drawings represent 
only a book account and to show them as an import of 
funds proves misleading. This fact will become clear if 
we suppose that the Indian Government purchased sterl- 
ing drafts and thus transferred funds to London instead of 
being drawn upon by the Secretary of State as now ; the 
transaction then will have to appear as an export of funds 
and will have to be added to the export side of the account 

Ii|9* The Trade Balance:— As we shall presently 
show, the ‘ favourable ’ or ‘ unfavourable ’ balance of trade 
in any particular year must not be taken as a decisive 
indication of the position of the country with respect to 
its financial or economic prosperity or deterioration. For 
instance, the favourable balance or excess of exports In a 
given year, may mean the export of capital lent to foreign 
countries. In the case of India, however, an excess of 
exports or a ^ favourable ’ trade balance, is a permanent 
feature of the economic condition of the country, and it 
has given rise to a prolonged controversy. The excess has 
been spoken of as a ‘ drain ’ of India’s wealth and as am 
important cause of India’s poverty.- The drain has, there- 
fore, been represented by Indian politicians and economists 
as a ‘ tribute ’ paid by India and its reduction has been 
recommended as a remedy for the %[iprovement of the 
material and moral condition of the people of this country. 

On the other side, a strong protest is made against 
this method of representing the favourable trade balance, 
and the excess of exports is shown to be the price of the 
benefits India receives from British rule and from the use 



LIQUIDATION OF THE BALANCE. 317 

of cheap capital ; and its characterization as a * drain ’ 
or ‘ tribute ’ is resented as an unwarranted exaggeration. 
As we have shown in the two balance sheets presented 
above, the excess of exports can be easily and technically 
accounted for. It is not, however, a question of mere 
accounting and we have to go deeper into the matter. If 
India imports capital and exports and utilises the services 
of soldiers, administrators, merchants, shippers, educa- 
tionists and others, she must pay for those services as other 
nations do under similar conditions. But the question is, 
whether India cannot and should not engage her own men 
for the above purposes on a steadily increasing scale, and 
to that extent, reduce the payments which have to be an- 
nually made abroad. To reduce the charges India has to 
pay abroad by enabling the Indian people, as far as possi- 
ble, to do what outsiders are doing for them to-day, is the 
direction the policy of the State has to follow and the 
Government of India is being constantly urged to adopt 
that policy.^ 

150. Liquidation of the Balance.— The ways in 
which the abnormal exchange conditions created by the 
War were met by Government, will be explained present- 
ly. But it will not be inappropriate briefly to refer here 
to and illustrate the manner in which India’s balance of 
accounts was made up during the past three or four years 
as it throws an interesting light upon the ‘invisible’ ex- 
ports from India and the general exchange system. The' 
net exports of merchandise from India were comparatively 
very large during the latter part of the war period which 
meant huge foreign indebtedness to this country. To add 
to this there were the recoverable disbursements made in 

1 See the works of R. 0. Dutt and Dadabbai Navroji’s ‘ Poverty of 
India’, and the Author’s “Gokbale and Economic Reforms”, page» 
41 - 44 . 
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India by the Indian Government on behalf of His 
Majesty’s Government ; and thus foreign liabilities to 
India were enormously increased though India’s contribu- 
iion to the expenses of the war was. to a certain extent, 
set off against the amounts due. The disbursements were 
as follows : — 

£ 

1916- 17 ... ... 38,391,000 

1917- 18 ... ... 69,204,000 

1918- 19 ... ... 100,883,000 

Let us take the year 1916'-17 as an illustration to 
show how foreign indebtedness to India was actually- 
liquidated through funds provided by Government agency 
and private invisible exports. The balance of trade to be 
liquidated in that year was Es. 90‘27 crores. “ This means 
that the number of rupees that were seeking to be ex- 
changed ihto external currency, such as sterling, dollars, 
yen&c., in order to pay for India’s imports, were outnum- 
bered by the external currency, seeking to be exchanged 
into rupees in payment for India’s exports, to the 
extent of about 90 crores. Speaking very generally, it 
may be said that the necessary balance of rupees has been 
found mainly in two ways — (A) by rupees placed at the 
disposal of trade by Government, and (B) by rupees 
brought forward by people in India who have had to make 
remittances elsewhere, t\ e. who have had to turn their 
rupees into external currency, for some purpose other 
than in payment for an actual import of goods.” ^ 

Eemittances through Government amounted to about 
69 crores, thus : — 

(1) Council Bills 47*o7 crores 

( 2 ) Nei payment of money orders and postal 

orders in India 3-3o ,, 


1 Repoit of the Cnrrency Department for 1916-17. 
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(3) Telegiaphic tiansfers &c. issued on India 

finm Pei sire and €lse\%here 

(4) Paid to a Banti in India on l^ehalf of East 

African Government which repaid in 

London 

(5) Remittances lo India fi oni certain Crown 

Colonies 

(6) Currency notes retiirned from Mesopota- 

mia and encashed in India 


4* So crores 


*•67 

*20 

•3o 


Total ... 59 c4 


This amount still left a balance of about 31 crores un- 
accounted for. And the Controller of Currency was able 
to ascertain through the courtesy of Exchange Banks, the 
extent and the purpose of the remittances made from 
India during the year ‘ other than remittances made in 
payment for imports-’ He could, in this way, account for 
no less than 25 crores of rupees. There were thus re- 
mittances from India for investment into the British War 
Loan, Exchequer Bonds and Treasury Bills, tbeir amount 
being in the neighbourhood of crores. Many people 
resident in England and holding shares in Indian com- 
panies realised their profits due to general appreciation in 
values and remitted them to England. Companies operat- 
ing in India but domiciled in England, similarly remit- 
ted their profits through the Banks and they were esti- 
mated at about 7J^ crores. To this may be added credits 
in foreign countries due to India or the amounts of the 
post-poned remittances of the values of some Indian ex- 
ports ; and the tale of the liquidation of the trade balance 
is completed. These credits in foreign countries have 
been recently large and the account we have given above 
of the balance of trade for 1916-17 more or less covers the 
position in the succeeding years.’ 


1 it is a reasonable inf erence that, as was surmised in 

my report for 1917-18, private remittances have not, in recent years, 
served to the same extent as under normal conditions, to finance the 
excess of exports over imports and that there is a substantial balance 
in India’s favour which has still to be liquidated.” — Report of the Cur- 
rency Department for 1918-19. 
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The following table will show the chief ‘visible’ items: 



A\ erage of | 
5 years j 
ending 

I9o8-o3 1 

[ 

i9ii-I2 

i9i2-i3 

Imports of Merchandise — 

Ex-government stores 

74,567 

92,385 

107,333 

Ket imports of — 




Gold 

8,589 ^ 

25,178 

25,C52 

Silver ... 

5,4o5 

3,528 

4,383 

Enfaced rupee paper 

367 

7o7 

353 

Interest on — 




Enfaced rupee paper 

1 373 

287 

253 

Total import ... 

i 89,3o[ 

i 122,083 

137,374 

Exports of M^chandise — 


i 

! 


Ex-go\ernment Stores 

110.206 

: i5i,897 

i64,c5t 

Net exports of — 


1 


Enfaced rupee paper 

7 

... 

... 

Total Expo! t ... 

110,2:3 

i5i,897 

i64,o59 

Ket Export ... 

20,912 

29,8i4 , 

26,685 

Council bills paid in India 

through Treasury 

22,2o7 I 

24.789 

25,888 

,j Gold standaid Reserve 

1,233 

... 

... 

„ Cunency 

267 

1,988 

... 

Finds supplied by Go\einmeni to 
finance n heat piircnases 

• 

... 

*»• 

I^ezerse dills paid in London ,,, ... 

i,6o7 i 

t ... 

j. - 

... 

Net ... 

; 22, ’OO 

i 26,777 

j 

25,888 

Balance of trade in favour of India 

; 

1 3,037 

797 

Balance of trade against India 

.j i,i88 

s 

i - 

... 
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in India’s balance sheet 


(In thousands of £ s'.eihng) 


Ayerage ^ i 

'^^'-'^Unchnr 1 1915-16 i ,9i6-i7 | I9i7-i8 i i9iS-.9 

’ I9i3-i4. 


122,166 97,232 91,953 87,56o j 99,748 loo 283 ; ii2,689 

i5^5o 19,246 5,637 —764 2,764 i4,5o6 ' ^5 

4,i63 4,806 I 6,676 3,7i7 !* — 2,2i4 97i ' 

974 685 208 6o3 ! 347 5;, 1 


"^97 22 S ^31 i 95 , i35 I j 73 

I 104,732 91,329 j 100,873 ii6,297 Tiliir 


i65,9i9 I i49,4n 121,061 i3i,587 i6o,59i I i6i,7o3 


169,342 


... io4 

„ 


i65,9i9 I i49,5i5 

! 


23,o53 27,253 


[ 160, S9i i6i,7o3 'i69,7o6 

40,258 I 59,7i8 45,5o6 


28,9i5 I 24,294 j 6,594 4,9So 8,3*3 j 23^731 . 

2,i5o j 2 ,i 6S I 600 7,533 4,223 I i,377 

I i ! ! ■■■ 

- ' 1.107 , ... 8,i9o 13,994 ( S.65S 


... , 

3i 

1 8,7o7 

4,893 

... 

i 

••• ; 4,720 

3i.o65 

27,538 

i,5i3 

18,643 

3 1,672 

33,816 1 i5,889 

8 102 

i 285 

1 

17,842 

2I,6i5 

1 

28,046 

t "• 

iz 59o ‘ 4 o,9o2 

I .. 


(a) Includes £ 4,599,3oo being the value of wheat expoited on actjouni ot 
Government dining i9l5-i6. 
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The same balance of trade is exhibited in a clearer 


! 

i 

i 

"/ea: - ‘ 

1 

1 

i. 

i 

Gross ex- i 
poits of ’ 
private | 
merchan- | 
disc. I 

Gross im- 
ports of 
private 
merchan- 
dise 

Net ex- 
ports of 
private 
merchan- 
dise. 

Impoi t& of 

Council 

Bills. 

i 

1 

(0 

(2) 

(3) 

w 

I 910-31 

2,09,88 

1,29,35 

80,53 

39, 43 


2,2%84 

1,38,57 

1 89,27 

4d,i7 

:9i2-iS 

2,46,09 

1 , 6 1, CO 

85,09 

88, i 3 

I9i3-i4 1 

2,48,i8 

1,83,2$ 

* 65,63 

46,6o 

39i4-i5 

i,8i,6o 

3,37.93 

1 

43,67 

— 2,27 

A\er8ge ii r 5 veais ... 

2,22,86 

i 

! I,5CC2 

1 

j 

72 84 

, 32,55 

39iS-36 

1,97,38 

1 I, Si, 99 

i 

j 

65.39 ! 

! 

! 

2^7I 

(a) 

i9i6-i7 

! 2,45,15 

! 2,49 62 

j 

, 95,53 ' 

! 

47, o7 

i9i7-38 

2,42,56 

! I ,5o,42 

j 

! 

, 92,14 

5c, 72 ‘ 

i9lS“i9 

2,53.85 

1 

i,69,o3 

j 84,82 

1 

! 2.3, i3 

! 


i9i4-i5. i9l5-i6. 

(a) Council bills and transfers ... iOj79 3 ij 05 

i3,c5 7,34 


Reverse Councils 
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'W'ay in the following table : — ’ 


(In lakhs of i upees ) 


Funds and Treasure, 

Balance 

Net 

Gold 

sovereigns 

(Net). 

Gold 

bullion 

(Net) 

Silver 
bullion 
and coin 
(Net). 

' Govern- 
ment secu- 
rities 
(Net;. 

. Total 
; 4 to 8 . 

export tran- 
sactions — 
Net impel t 
iransat- 
f tions - 
} 

( 5 ) 

( 6 ) 

(■) 

( 8 ) 

(^) 

! 

) 

12,24 

I 

i 

11,74 

8,5i 

2,43 

74,45 

-f6,C5 

27,3*4 

10,42 

5,29 

i,o5 

84,28 

4-4,9'- 

26,43 

II, l5 

6,57 

53 

83,5 1 

4-1,58 

Ji,34 

11,89 

6,24 

1,12 

i 

77,28 

— ii,'r 

1,65 

6,80 

10,01 

1 

i 35 

1 

i5,54 

4-27.3 2 

1 5, So 

30,42 

i 7,33 i 

1 

1,10 

67,20 

—5.64 

— 2,26 

1,54 

5,58 ; 
i 

9o 

£9,o5 

4-36,74 

1,77 

II, 5i 


52 

57,55 

4-37, 

6,42 

i3,52 

69 

83 

72,18 

4-19,9''' 


-2,49 

1 ,02 1 

— 7o 

21,66 

4*63,16 


I See Report upon the operations of the Currencji^ Department foi 
and Review of the Trade ^of India, r9l8-l9* 
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15 1« adjustment of Trade Balance^— The above 

two tables will give a sufficiently clear idea of the way in 
which the national debits and credits are balanced. Dur- 
ing the five years preceding the outbreak of the War, the 
excess of exports over imports of private merchandise 
was, on an average, Rs. 78*27 crores. This amount was due 
to India in payment for her exports, and it was paid partly 
by exports of gold and silver to this country, and the 
balance was diverted by the Secretary of State for India 
by means of the sale of Council bills which were paid by 
she Government of India in this country. The proceeds 
of these sales were used to meet the *home charges,’ to 
buy silver for the coinage of rupees in India, for the re- 
payment of debt and for capital expenditure.^ 

# 

It must be borne in mind that the balance of trade Is 
never settled within any period of twelve months like that 
of the official year, which is made the basis of our calcu- 
lations, but if longer periods are taken, the adjustment is 
seen*to have taken place. In the case of India, besides 
the 30 crores that are annually remitted to England on 
account of ‘home charges,’ a large amount, variously 
calculated, goes out of the country in payment of profits 
of companies and earnings of individuals. Taking the 
British capit?al invested in this country^ in a variety of 
industrial and commercial enterprises at Rs. 750 crores, 
we may safely assume that the interest and profit on this 
amount cannot annually foe less than Rs. 40 crores. If 

1 “ The annaal exports from India are generally in excess of her 
imports, and an adjustment of the value of the net exports is effected 
paitly by remittances through Government, partly by actual shipment of 
ejin and bullion and partly in other ways. The remittances through 
Government are effected by means of the Council bills and the telegra- 
phic transfers sold by the Secretary of State, which are promises by 
Governmeni to pay on demand, at the treasuries in Calcutta, Madras and 
Bombay, the amounts specified in the bills. The bills thus serve the 
double purpose of placing the Secretary of State in funds to meet his 
outgoings in London, and of enabling trade to make a remittance of 
funds in the opposite direction from London to India.’^ — Report of the 
Currency Department for 1913-14. 

2 See H. F. Howard : India and the Gold Standard, page 95. 
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the excess of exports over imports is not equivalent to 
those 40 orores plus the 30 orores of the home charges, as 
one would expect, it must be assumed that a part of the 
above interest and profit is spent in this country and 
remains to be invested in the expansion of the trade and 
industry of India. ^ 

Normally the debits and credits of India are thus an- 
nually equalized through the imports of bullion and the 
Government’s supply of funds, a portion of the profits 
of companies &c., being retained for investment as capital 
instead of appearing as net exports. But when the latter 
sought an outlet for investment in England during tiie 
past six years, the equilibrium was upset and the balance 
turned in favour of India. The following table makes this 
position clear : — 


I 

1 

! 

1 

j 

Excess of Netj Remittances 
Exports of ; to India 
Merchandise through 

over Net Im- Government, 
ports j 

1 

1 i 

! Private Net^l 
! Imports of 
: Treasure. 

: Balance in 
; favow of 
India. 

Average of 

5 years end- 
ing 

1913-14 ... 

78-25 

j 41-20 

i 

-1 

1 36-0 


year 

1914-15 ... 

43-66 

i 

' -1-52 

j 

00 

1 

1 24-72 

1915-16 ... 

65-89 

j 

24-76 

10-48 

! 30-15 

1916-17 ... 

1 95-53 

59*05 

; 2-04 

; 34-45 

1917-18 ... 

92-14 

Sl-75 

j 

1 4-55® 

! 

5-84 

1 

1918-19 ... 

84-82 

’ 58-05 

1 

i 

' -79 

! 

i 

j 25-98 


152. eoiincil Bills — The Secretary of State for India 
can conveniently draw funds from this country by selling 


1 The imports of rupee paper are neglected and the figures in r>e 
table are only approximate- 

2 18*37 orores worth of gold acquired by .Government not inclrdcu. 
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his drafts, and exchange banks buy those drafts to procure 
money in India from the public treasuries to finance ex- 
ports* With fands thus obtained, these banks purchase 
bills of exchange drawn on foreign importers of Indian 
produce and recover their money in England, which is 
once more used to buy Council drafts. The rate for the 
Telegraphic Transfers is, of course, a little higher than that 
for bills and the advantage of the Telegraphic Transfer m 
that money is immediately available to buyers in India. 
The rate of exchange depends upon the demand for 
Council drafts which is regulated by the course of Indian 
exports. If these are heavy, the exchange rises, though 
it must be below the gold point. But when owing to famine 
or other causes, Indian exports fall off, there is no demand 
for Councils, and there is a demand for remittance in the 
opposite direction. Importers of foreign goods into India, 
cannot obtain bills on London and as the Indian currency 
consists mainly of silver, Government is called upon to 
supply gold for remittance purposes as they have to dis» 
charge the obligation of supporting exchange. Govern'* 
ment, therefore, sells drafts on London or ‘Reverse 
Councils’, as they are called, and the Secretary of State 
meets them from the funds that are at his disposal, the 
treasury balances or the Currency Reserve or the Gold 
Standard Reserve, as may be convenient. 

Experience gained in 1908-09 and in the years of the 
W ar, showed how an adverse balance of trade could be 
met by the release of gold in India and more particularly 
by the sale of sterling drafts. In the course of the years 
1916-17 and 1917-18, the balances of the Government of 
India were so depleted by the disbursements they made in 
this country on behalf of His Majesty’s Government that 
the Secretary of State had to restrict his sale of Council 
bills. Funds could not then be brought out to India and gold 
from the Currency Reserve had to be released to meet the 
demand for currency which was not satisfied with the extra- 
ordinarily large issues of rupees and notes which had been 
made. The history of the exchange transactions of 1908-09 
and of the years of War is, therefore, very instructive. 
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Towards the close of 1907, owing to a financial crisis 
in America and a failure of rains in this country, the 
world’s money market became tight and the Secretary 
of State could find no buyers for his Council drafts 
except at abnormally low rates. On the 6th Novembert 
tenders dropped to 1 s. 3|| d. and the exchange steadily 
went down to 1 s, 3 d. These quotations were below the 
point at which it becomes profitable to export sovereigns 
from India. Government hesitated as to the course of 
action to be taken and at first released small quantities of 
gold in exchange for rupees ; but as the stock of gold was 
limited, they had to sell sterling drafts to the extent of £ 8 
millions till the crisis was over and exchange again be- 
came normal, A similar procedure had to be followed in 
1914-15, in 1915-16 and in later years when also reverse 
councils were sold in India for many weeks. 

The way in which remittances were made to the 
Secretary of State in 1916-17, throws an interesting 4ight, 
as we have shown above, upon the system of exchange and 
financial operations of the Government of India. That 
Government had to spend large sums in this country on 
behalf of His Majesty’s Government who repaid those 
amounts to the Secretary of State in London. This 
was tantamount to the drawing of funds by the latter by 
means of Couhcil drafts. But the difficulty was that the 
demands of trade threatened to remain unsatisfied and 
gold could not be shipped to India as might ordinarily 
have been done. The needs of War were paramount and 
gold in London had to be conserved. Council drafts be- 
yond the budget calculations had, therefore, to be sold and 
mat in this country from increased supplies of notes and 
of rupees. It was estimated at the beginning of the 
year that out of the £ 22H million required by the 
Secretary of State, £ 18*6 million would be paid in 
London by His Majesty’s Government and Council 
bills would be drawn upon the Indian Government 
to the extent only of £ 3*9 million^ The recover- 
able war expenditure, however, rose to £ 384^ million and 
an acute trade demand was met in London by the sale of 
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Council Bills to the extent of £ 33 million. The total 
amount thus transferred to London went up to £ 7Lj 
million. The two-fold strain of increasing war outlay in 
India, coinciding with a strong trade demand for remittance 
to India, was met in three ways : (1) large Imperial and 
Provincial surpluses enabled Government to supply £ 33 
million from treasury ■ balances; (2) the equivalent of 
£ 19lr million new rupee currency was made possible by 
the purchase of silver in England ; and (3) £ 19 million 
were withdrawn^from the Currency Reserve and were in- 
vested in England. 

Of the £ 71i million thus received by him, the Secre- 
tary of State was to use £ 21*7 million for his ordinary 
expenditure, £ 16‘2 million was spent on the purchase of 
silver and £ 19 million was invested in the Paper Currency 
Reserve. £ 4*3 million, mainly the profit on rupee coinage, 
was invested on behalf of the Gold Standard Reserve and 
the balance left, was devoted to the discharge of debt. 
These^'operations may be exhibited in tabular form thas:*— 

Goi'etnintut of India- SecTetaTy of St ait for India, 

Million £,. Million £. 


Treasury BTances ... 

33 

Ordinary Home Charges,,. 

21*7 

Riif ee Coinage 


Purcha se of Silver 

l6 2 

Paier Cuirency Reserve 

I9 

Investment m Paper Cur- 



— 

rency Rererve 

i9 

Tcial ... 

1i\ 

Investment in Gold Stand- 




ard Reseive ... 

4 3 



Repa 3 rment of Debt 

10 3 



Total ... 

7r5 


153. Remittance Liabilities. — ^The Government of 
India was hard put to it to devise means to supply money 
in this country to defray war expenditure on behalf of His 
Majesty's Government and to meet the Councils sold by 
tbe Secretary of State for the convenience of trade. These 
liabilities of the Indian Government reached £111 million 
in 1917“-18, and of this amount, £ 66 million represented 
outlay on behalf of the Imperial Government The huge 
demand was met by provision of money out of the proceeds 
of the war loan and of treasury bills, out of surplus revenue 
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and fresh coinage of rupees and by investment of part of 
paper currency reserve in London. 

While on the one side, the Government in this conn try- 
experienced great difficulty in providing funds for defray- 
ing war expenditure on behalf of the Imperial Government, 
on the other side, the Secretary of State’s treasury was 
flooded with money recovered from His Majesty’s Govern- 
ment and obtained from the sale of council drafts. Out 
of the funds thus coming into his hands, the Secretary of 
State made investments on behalf of the Paper Currency 
Reserve and paid a part in lieu of India’s war contribution 
of £ 100 million. A special reserve of £ 20 million was 
iike-wise set apart, to be drawn upon for capital outlay in 
the future. 

The effect of the large remittances to England has 
been the transference of Indian funds on a large scale to 
that country. Such transference took place regularly be- 
fore the war. But the expansion of our paper currency and 
the growth of the gold standard reserve fund have facilit- 
ated the remittance of funds to England and their invest- 
ment there on an unprecedented scale. The total amount 
of the investment of Indian funds in England owing to 
war conditions, exceeded Rs. 150 crores. India has thus 
materially assisted the Imperial Government by lending 
its funds and by relieving its liabilities in connection with 
war expenditure in this country.^ 

154. Regulation of Council Drawings.— Usually 
the Secretary of State sells a larger amount of council 
drafts than are necessary to yield him the funds that are 
required to meet the ‘ home charges.’ He draws upto the 
utmost limit of the cash balances in this country and also 
from the Paper Currency and Gold Standard Reserves. It 
is contended that requirements of trade have got to be met 
and the demand for Council drafts must be satisfied to the 
full limit. If this is not done and the sale of Council bills 
was restricted to the amount of home charges, sovereigns 
would have to be imported into India only to be shipped 

I See Sir William Meyer’s speech in introdncing the Financial State- 
ment for 1918-19, 
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back for the purchase of silver. The Secretary of State^ 
therefore, sold freely and accumulated large amounts of 
Indian gold in London. These funds were partly invested 
in securities or lent for short periods^ to banks and were 
partly used for repayment of debt. This policy of drawing 
away Indian gold beyond the requirements of the home 
charges, was strongly criticised in the press here and in 
England.^ 

The India Office met these charges by pleading certain 
exceptional circumstances as the cause of the acoumula- 
tion of large balances in London and by defending its sys- 
tem of the sale of bills on the ground of convenience and 
economy. The Chamberlain Commission held on this 
point that though “ the India Office perhaps sold Council 
Drafts unnecessarily at very low rates on occasions when 
the London balance was in no need of replenishment,’* it 
could not recommend any restriction of “ the absolute dis- 
cretion of the Secretary of State as to the amounts c^drafts 
sold or the rate at which they are sold, provided that it is 
within the gold points.” The Commission, however, dis* 
tinctly stated that general public interests ought not to be 
subordinated to the demands of trade. 


i ** An Indian correspondent ” wrote in the London Times in 
November, 1912 as follows ; — 

** It means that many millions sterling of Indiaii money have been 
improperly withdrawn from India. They represent; sums extracted 
from the taxpayer in excess of the requirements of the State ; capital 
withdrawn from India for use in London and there used, not in pursuit 
of Indian interests but for the convenience of joint stock banks trading 
on inadequate gold reserves. ...There is therefore no justification for the 
sale of a single bill by the Secretary of State beyond the actual amount 
which he needs to discharge his obligations in London. But these ex- 
cessive sales of bills are a convenience to the exchange banks which 
!uve to remit funds to India, and it is often cheaper for them to buy 
bills than move bullion. They also afEord a means of obstructing the 
natural flow of gold to India, and in this way allay the terrors of those 
joint stock banks who realise the inadequacy of the London gold reserves 
and are not averse to protecting them at the expense of the India tax- 
payer.” 
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It is necessary to point out here that India’s funds, 
its revenues, reserves and treasury balances, which are 
located partly in this country and partly in London, con- 
stitute one national fund, and two distinct accounts viz. 
the revenue account and the capital account are kept, the 
first dealing with the current income and expenditure of 
Government and the second with capital transactions. 
The opening balance which the Secretary of State and the 
Government of India must have at the beginning of the 
year is estimated at 6 crores of rupees in London and 18 
crores in India. All funds, from whatever source they 
come, go into these balances, and payments are made out 
of them. An estimate is formed early in the year as to 
the position of the balances, the amount that must be bor- 
rowed here and in London for financing the public works 
programme and the repayment of temporary and perma- 
nent debt and the funds that the Secretary of State may 
draw from India by the sale of Council drafts. This esti- 
mate is rarely adhered to and the ways and means pro- 

% 

gramme is modified in the course of the year, larger sums 
being drawn from India than those estimated. Thus during 
the five years 1901-02 to 1905-06, about 50 crores of rupees 
were drawn in excess of the budget provision, and 63 crores 
was the excess during the four years 1909-10 to 1912-13. 
(There was a deficit of about 10 crores in 1907-08 and 1908- 
09 owing to failure of the monsoon and a monetary crisis 
in America.) 

155. Rate of ©ouneil Drafts.— The actual distri- 
bution of Council drawings over the twelve months of the 
year, is regulated according to the course of the Indian 
trade which is of a seasonal character. A demand for 
drafts on this country arises when remittances have to be 
made in payment of its commercial crops. The months 
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of brisk export trade constitute the * busy season ’ the 
remaining part of the year being the slack season.^ 

Council drafts can, of course, be sold on advantage- 
ous terms during the busy season, but monsoon conditions 
and the course of export trade, can not be anticipated, 
and the Secretary of State sells his drafts in both the 
seasons, as he wants funds to meet various obligations 
during the first as well as the second half of the financial 
year. The gold value of the rupee being fixed by law 
and the Secretary of State for India having bills of 
exchange worth crores to offer annually to draw funds to 
London, he is in a position to fix the rate of the Indian 
exchange, of course, within the obvious limits. And when 
exchange was at 16 d. he would after to sell rupees to any 
amount at 16id., the rate being lowered when the demand 
for remittance was slack. The proceeds of the council 
bills sold are devoted to (1) current outgoings, (2) transfer 
to Currency and Gold Standard Reserves, if bills have been 
met in India out of these reserves, (3) repayment of debt, 
temporary and permanent, and (4) avoidance of debt. 

We are not directly concerned here with Government 
balances and borrowing operations. It will be sufficient to 
remark that for the capital programme of each year, loans 
are floated in London and in India, and the larger the 
amount the Secretary of State can draw, the smaller will 
be his borrowings in the London market. How the draw- 

1 ” The Indiac year, as is well known, is divided broadly into two 
seasons : the busy season, extending rongbly from the let October to 
the end of March, and the dull season, extending from about the begin- 
ning of April to about the end of September. Thus the financial year 
begins with the dull season, during which the demand for the Secretary 
of State’s bills as a means of remittance of funds by the public from 
London to India is less strong than during the autumn and winter.’ — 
Chamberlain Comnaission’s Keport, Appendix Yll. 
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ings by means of Council drafts are distributed over 
the year in a normal year and may be disturbed in an 
abnormal year when ‘ reverse councils ’ have to be sold in 
India, will be clear from the following tables : — 


In lakhs of rupees 



1912-13 

1913-14 

1916-17 

April 

2,72 

3,92 

1,80 

May 

2,83 

83 

2,95 

June 

2,09 

1,50 

1,39 

July 

2,82 

1,31 

1,20 

August 

2,01 

1,70 

1,54 

September 

2,22 

4,09 

1,49 

October 

3,53 

6,12 

4,14 

November 

3,20 

4,11 

10,59 

December 

4,81 

5,90 

8,45 

January 

5,37 

6,80 

5,94 

February 

4,41 

4,91 

4,67 

March 

2,49 

3,41 

4,88 


38,50 

46,60 

49,04 


Drafts sold in and in 1918-19, 


Month. 


I Sterling transfers ‘ Council bills 
i on London (in and telegraphic 

: thousands of transfers (in 

j pounds ) I lakhs of rupees.) 



1915-16 

1918-19 

: 

1915-16 

1918-19 

April 



1,53 

4,35 

May 



1,03 

5,98 

June 

651 


17 

5,09 

July 

3,77 


8 

5,75 

August 

815 

. 

23 

4,53 

September ; 

50 


2,17 

2,48 

October ... ■ 




2,25 

2,59 

November ... | 




2,02 

14 

December ...| 
January 



' 5-315 

i 3,28 
5,26 


February 




6,02 1 


March 




6,33 

i 


Total ... 

1 4,893 1 

5,315 

30,37 

30,91 
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The financial year 1915-16 opend with a weah exchange 
and small quantities of bills were sold in the first two 
months. In the next three months the sale practically 
ceased and sterling transfers had to be sold on London. In 
April, tenders had been accepted by the Secretary of State 
at Is. Slid, for bills and the rate in May fluctuated between 
Is. Slid, and Is. 432d. The exchange steadily rose to Is. 
3§ld. towards the close of August and to Is, 41d. in Decem- 
ber. Sterling drafts were sold by the Government of India at 
Is. 3|-|d. per rupee. In the year 1916-17 the exchange ruled 
high. In 1918—19, there was a good demand for councils 
during the first seven months of the official year, but 
from November onwards a demand for drafts in the 
opposite direction was steadily maintained. As we 
have already explained, the Government of India had 
to spend a very large amount for His Majesty’s 
Government who repaid the amount in London to the 
•Secretary of State. It was difficult, with the depl^ed 
treasury balances in India^tomeet Council d rafts fo»--^ ich 
■demand was exceptionallyEetEf:?? A(P' S-fesult! ex^ange 
went up, those desiring to make remittances to this country 
•having to pay more pence than usual while a rupee paid 
•down in India could buy a larger amount of pence in 
London. 

1S6. Government and Exchange.-We have shown 
above how exchange between two countries is expressed, 
and indicated what part the India Office plays in regulating 
the Indian exchange. The rate of foreign exchange is 
ordinarily the relation the standard coin of a country bears 
towards those of others. In countries where gold is adopted 
as the measure of value for exchange with other countries 
and the internal demand for currency is met by silver to 
kens or paper, the relation of the national currency with 
gold is fixed by Government. The experiment of such a 
system of a gold exchange standard having proved success- 
ful in India, it has been adopted in Mexico, the Strait« 
Philipines and Porto Rico. ’ 

Under the ordinary system of exchange the rate fluc- 
tuates between the ‘gold points’ and is regulated by the 
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relation between the demand for and the supply of bills of 
exchange or the import and export of commodities. The 
whole business in managed by banking houses and the 
Government has little to do with it. In countries where 
the gold exchange standard prevails, it is otherwise* 
There the Government is bound to maintain the artificial 
rate of exchange it has fixed between gold and the token 
currency. 

The Government undertakes, under this scheme, to 
supply currency at both ends and thus to maintain the 
parity of gold and the tokens* It maintains exchange funds 
inside and outside the country and sells drafts both ways 
as necessity requires. The foreign importer of Indian 
goods will prefer council drafts to gold remittance because 
the former are cheaper. The Indian exporter is able to 
negotiate his bill at a trifle less than the fixed rate of ex- 
change and the Indian importer of foreign goods buys the * 
sterling drafts by paying a little more than that rate. As 
normally India has a favorable balance of trade, little 
difficulty is experienced in maintaining the legal rate of 
exchange. 

137. Abnormal Rise ih Exchange,— The exchange 
standard is, however, threatened when Government is not 
in a position to maintain the artificial value of token coins 
in times of trade depression or financial difficulties. The 
difficulties experienced by the Indian Government in 
1907-08 and on the outbreak of the War, have been already 
■described. Danger may assail the exchange system at 
either end. On account of a large excess of Indian exports 
over imports, the demand for the Indian currency rises, 
the exchange rate goes up and, owing to monetary string- 
ency, sufficient quantities of council drafts cannot be sold* 
Or, owing to a diminution in exports, importers do not get 
un adequate quantity of sterling drafts and exchange falls, 
the rupee being able to purchase a smaller number cf 
pence. 

In the second case, rupees seek gold but do not get it 
at a reasonable price and Government, which is bound to 
maintain the legal rate of exchange, sells drafts on London 
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for rupees offered to it. The first case is not comparatively 
so inconvenient as under it Government has only to coin 
fresh rupees or issue currency notes. But there is another 
contingency which was little contemplated in the discus- 
sions of the Indian currency system which were carried 
on for two generations. The problem to be faced was al! 
along the continuous fall in the price of silver and the 
consequent continuous decline in the gold value of the 
rupee. But few dreamt that a time would come when the 
value of the silver contents of the token rupee would go 
above its face or legal value. 

But the unexpected did at last happen- In 1916-17, 
there was an abnormally large balance of trade in favour 
of India, the sellers of sterling exchange greatly outnum- 
bered the buyers, and as there was- little import of gold to 
fill up the gap, the former had to accept any price in rupees 
that was offered for their bills. The supply of export bills, 
that is, of sterling, being larger than the demand, they 
fetched a smaller price in rupees, which is the same thing 
as saying that the rupee came to be worth more and equival- 
ent to more than 16 d. Or, to put it in another way, the 
remitters of funds to India for the excess exports of this 
country, did not find a sufficient number of sellers of rupee 
bills and had to pay more for each rupee they wanted to 
lay down in India* And thus the exchange value of the 
rupee rose. In January 1917, the exchange rose to 
heights that had never been reached since the sterling 
value of the rupee was fixed. An attempt was made by 
the exchange banks to arrive at an agreement not to sell 
telegraphic transfers on London above 1 s. 4 d., but it 
failed and exchange transactions are reported to have 
been put through at as high a rate as Is- 6d. 

The soaring exchange was brought down to 1 s. 4 d, 
by the intervention of the Secretary of State who induced 
the London offices of the Exchange Banks to fix their 
Indian branches to a rate of 1 s. 4 d. for T, T.s on London. 
Whatever resources Were available in India, had to be first 
devoted to the financing of exports of Imperial impo:^ance 
in view of the prosecution of the war. The Exchange 
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Banks promised to give prominence to such exports and 
loyally carried out their undertaking. Council drafts 
were sold during 1917 only to the chief Exchange Banks 
and a few firms of special eminence on the Approved List 
who agree i to sell drafts at prescribed rates. The refusal 
of the Banks to buy bills without full cover ^ caused great 
inconvenience to export merchants but the need of 
financing exports of urgent national importance was para- 
mount and other interests were subordinate. 

In the crisis of 1907 when our currency system was 
subeoted to a severe trial, the country suffered from a 
low exchange, and sterling drafts on London were sold 
as had to be done again in 1915 and occasionally 
in later years. But now the exchange soared high 
and the large quantities of rupees and nofees sup- 
plied in 1917 were not adequate to the demand. In 
the one case it was plethora of Indian currency and 
in the other, insufficiency of it, which upset the ex- 
change organization. We have shown on a previous 
page how heavy has been the outlay of money which the 
Government of India has had to undertake on behalf of 
the Imperial Government. The Indian Government did 
its level best to satisfy the demand for currency by issuing 
notes and coining fresh rupees. Owing to the cessation of 
gold imports, the strain fell on silver which was at the 
time in universal demand for coinage purposes. The gross 
circulation of notes which was 60*26 crores in J anuary, 1915, 
62"42 ciores in January, 1916, and 84'36 crores in January, 
1917, rose to 108 crores in the September of the last yean 


1 When banks purchase export bills, they have temporarily to part 
with their funds and in times of monetary stringency, they are unwil- 
ling to discount these bills unless they are supplied with the means to 
make up their depleted resources- These means are the ofiers of lupees 
made by importers and others who want’to make remittances abroad, and 
the sales by banks to them of the sterling drafts ‘ cover ’ their purchases 
of expoit bills. Merchants who dealt both in import and export busi. 
ness, could readily provide * cover ’ required by banks while those who 
only exported, were at a serious disadvantage in not being able to sell 
their bills to them. 
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The net coinage of rupees amounted to 1014 crores in 
1913-14, to 13*5 lakhs in 1914-15, minus 2*07 lakhs in 1915- 
16, to 29*38 crores in 1916-17, 22 64 ciores in 1917-18 and 
to 51*53 crores in 1918-19. The exchange could, however, 
be maintained at 16 d. so long as sufficient currency could 
be supplied even to take the place of gold imports which 
had practically ceased. 

158. Dear Silver and Exchanget—Bat to add to 

these difficulties, the price of silver went up to an unexpect- 
ed height.^ The rise was at first small and slow, but later on, 
owing to heavy demand every where, particularly in China 
and India, it became rapid and steep Before the war, the 
price of silver was about 24d. an oz; in Feburary, 1920, it 
rose to 89 d. per ounce ! The white metal which was so 
long neglected and contemptuously treated, had its revenge. 
Silver was in demand everywhere for currency 'purposes. 
Each nation conserved its gold and multiplied paper cur- 
rency. The daily expenditure of millions for the couduot 
of the war caused a tremendous expansion of currency and 
silver had its turn. The metallic value of the rupee now 
exceeded its nominal value and the Government had to 


1 The highest and the lowest puces of standard silver per ounce in 
London were as follows — 


! 

1 

Price in 

Pence. 


Price in 

Pence. 

Yeai . I 



Year. 1 



1 

i 

i 

Highest, j 

Lowest. 

i 

Highest 1 

Lowest 

1914 

973 

^ * X 

1 

' 991 

1918 April. 

49 ^ 

1 

! 45i 

1915 

971 

’ ** * ■? 

99 5 

■*“ <j 

1918 Dec.. 

48f 

48,1, 

1916 Jan... 

' 27^5,- ■ 

1 1 <> 1 

' 9 ; 1 3 

I -"’To 

1919 May. 

58 

1 48 

1916 Dec... 

1 37 

1 

1919 Aug . 

61J 

55 '} 

1917 June., 

391 

1 38 

1 

1910 Bept. 

64 i 

59 

1017 Aug.. 

j 

! 46 i 

! 1 

40J 

1919 Oct..., 

661 

62f 
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issue ordinances against the melting of the coins and the 
export of silver. It also prohibited the private import oi 
silver and acquired the imports of gold at stated prices 
based on the exchange value of the rupee. The Secretary 
of State reduced the amount of the Council drafts to 80 
and to 60 lakhs and even to 30 lakhs per week in view of 
the monetary stringency in India. 

The advance in the price of silver necessitated altera- 
tion in the rate at which the Secretary of State used to sell 
rupees, viz,, the Indian exchange. Owing to the high price 
of silver, the rupee was no longer a token: its intrinsic 
value was higher than its face value. Instead of yielding 
a profit, the issue of rupees caused a loss, if the Councils 
were sold at the old fixed rate. The question here arose, 
whether Government was not expected, under its exchange 
standard system, to maintain the rupee at the 16d. level 
and to make up the loss by drawing upon the Gold Reserve. 
The fund built up out of the profits of rupee coinage and 
expressly set aside for the maintenance of exchange, it 
was contended, was the source from which the loss should 
be made good. 

The Finance Member met this contention with the plea 
that the Gold Reserve was never intended to serve the pur- 
pose for which it was proposed it should be used, that charg- 
ing the loss caused by the high price of silver to that Re- 
serve would entail indefinite responsibilities and liabilities 
and that whatever burden exporters had to bear was coun- 
ter-balanced by the advanced prices of Indian produce. He 
defended the Secretary of State’s action in enhancing the 
rate of exchange to 17d. on the ground that he could not 
sell his drafts at a price which meant a loss of about one 
penny for every rupee that was supplied. ^ It was a step 

1 Sir William Meyer’s speech introducing the Financial Statement 
ior 1918*19. 
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most reluctantly taken, he said, but, all things considered, 
it was inevitable and perfectly reasonable. ' 

The disturbance caused by the titanic war, to trade and 
industries, affected the exchanges all the world over. The 
normal balance of trade in the oase of some of the belliger- 
ent countries has been violently upset and England has 
not been able to maintain its exchange with the United 
States of America in spite of large borrowings in that 
country. In view of the fluctuations and uncertainties of 
the exchanges of other countries, the disturbance which 
the Indian exchange has suffered, must be regarded as a 
common lot shared by India with others and though 
there is no doubt that, on the whole, the financial and 
currency mechanism of India was skilfully handled, when 
it is remembered that the ^machinery was placed at the dis- 
posal of the Imperial Government for enabling it to, pro- 
secute the War with vigour. Government can not be com- 
plimented on the way in which they altered permanelitly 
the old ratio between gold and the rupee and dealt with the 
imports of gold and the sale of reverse councils. 

159. eourse of Exchange.— We need not repeat 
what we have stated above with respect to the methods 
of expressing the rate of exchange. Here we give only 
typical illustrations of those methods which will also 


1 When the old relation between the rupee and sterling was broken^ 
the value of the icpee followed the rise in the price of silver and the 
rate of exchange was put up by successive stages from 16 d to 28 d. as 
shown in the following table : — 


Date of Intioduction. 


Minimum rate for 
Immediate T. T,s* 


:jrd January, 1917 ... ... 1 4M 

28tb August, 1917 ... ... ... 1 5 

12th April, 1918 ... ... ... 16 

13th Mayt 1919 ... ... ... 1 8 

12th August, 1919 ... ... ... 1 10 

I5th September, 1919 ... ... 2 0 

22nd 17ovember, 1919 ... ... 2 2 

12th December, 1919 2 4 
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serve to demonstrate how the exchanges ail the world 
over have been violently disturbed by the War, 

Foreign Bates of Exchange on London^ December 8rh, 1917, 



j ' Rate Deo, Rate Nov. 

j 7tlil917. 30fc]il917. 

Bate j3ec. 

8th 1910. trance 

! 

I far. 

i 

Paris 

j 1 1 

Ifranc I 27'22.24 ; 27-25-26 

I 1 

27-79i b0| lOne- 


Amster- 

1 to £ li j 

ques 


dam. 

Petro- ! 

jfiorine: 10-80-86 ' 10-76-80 
!to£lj ; 

roubles ' 

ll“65-^“66-^ 

!12 1U7 

grad. ; 

to£10i 367-362 365-370 

1 

160-163-1 .sight 

1 

jod'cT 

Italy 

.lire to ' S9-45-75 \ S9-50-70 

|£1 . 1 

3i2’25“35 j i; 

25-22^ 

l^ew 

York. 

dollars 4 

to £ 1 ^ 1 


4 •soi- 


ster. toi Is. 5.5y'^d,|ls. .5-6-j-\d, 

ls.4,V^-4- T. Y 

ls. 4d. 

Bombay 

rupee , ] 

1 



Rates of Excha7ige on London^ May loth, 1920. 



! iRate, May iRate, May 

j 116th, 1919. jl4th, 1920 

Usance 

Pai. 

•!> 

Paris 

francs to £ 1 

i 

29-83-86 

1 1 

58-25-35 

T. T. 

j 25-221 

Amster- 

dam. 

fiorin to £ 1 

i 

11-74-76 1 

10*52-58 

T. T. 

i 

; 12*107 

Berlin ... | 

marks to £ 1 

i 

J 

186-180 

T. T. 

20*43 

Yienna ... 1 

kroners to £ 1 

... 

815-835 

T. T. 

24*02 

Italy ... j 

lire to £ 1 

38-25.38 

78*25-75 

1 T, T. 

. 25'22|- 

1 

New York 

dollars to £ 1 

4-66i 

3-811 

ioable 

r 

1 4-86| 

Bombay... 

ster. to rupee 

Is. 8d.T«6 

2s. Id. li 

T. T. 

10 to gold 
sovereign 
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A typical Indian course of exchange will be m 
follows 

(March 13, 1918X (June 12, 1920). 
Bank Telegraphic Transfer 1 s. 4|~|d. 2 s. 

Bank Demand Drafts 1 s. 5§^d. » 2 s. 4- d. 

3 months’ sight Credits 1 s. S^fd, 2 s. Id. 

Bank Demand on France 192 fr. 480 fr, 

(for Bs. 100). (for Es. 100). 

3 Months^ sight France 1984 „ 556 fr. 

30 days’ sight Hongkong 213 Rs. 2194- Rs, 

(for 100 dollars). 

30 „ Shanghai 303 Rs, 

(for 100 taels). 

60 ,, Japan 1441 Rs. 116 Rs. 

(for 100 yen). 

Bank D. D. on Kew York, Rs. 297 (for $ 100). 3104- Rs. 

160. High Exchange. — The Government of* India 
went on raising’ the rate of exchange, as we have been, 
in response to the rise in the price of silver and thus 
abandoned, for purposes of foreign exchange, the old ratio 
between the rupee and the sovereign, while maintaining the 
legal relation for internal purposes. This latter ratio was 
only nominal since the sovereign was at a premium and 
had disappeared from circulation, large quantities of it 
having gone to the melting pot. This policy was believed 
to be in consonance with the principle underlying the gold 
exchange standard and was defended on the ground of the 
impracticability of the alternative courses. It remained for 
the Babington Smith Committee merely to decide at what 
rate exchange should be stabilized, and it recommended 
24 d. (gold) as the most suitable rate. The rupee was not 
linked to sterling as before on account of the depreciatiom 
of the later but sooner or latter sterling and gold were ex- 
pected to attain the old identity of value. 

The change from 16 d. to 24 d. as the gold value of the 
rupee, was necessary, in the opinion of the Committee, to 
protect the rupee from the melting pot. At the new rate, 
it will be profitable to use the rupee as bullion rather than 
m a coin when the price of silver exceeds 63 d. an ounce and 
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it was believed that as at this price the silver currencies 
of France and the TJ. S. A. are likewise threatened, 24 d. 
(gold) was a safe rate to adopt But 8 d. was a consider- 
able rise in the exchange and the high rate was calculated 
to have a detrimental effect upon Indian producers and 
manufacturers. Though consumers and importers would 
benefit by the ratio of 1 sovereign : 10 Rs., cultivators and 
others would lose because they would receive for their com- 
modities Es. 10 instead of Es. 15 for each sovereign. 

The comparative disadvantage of a high rate of ex- 
change was a subject which had been discussed by the 
Hersohell and the Fowler Committees and they had ar- 
rived at the conclusion that a low rate does not confer 
any permanent benefit upon the country and that the con- 
trary claim had not been borne out by the trade and other 
statistics. The change recommended by the Babington 
Smith Committee was rather large and it had to justify 
the rate of exchange it favoured. The strongest argument 
it could urge, of course, was that a retuim to the old rate 
was impracticable in view of the high price of silver, of 
the undesirability of tampering with the rupee and of the 
inconvenience and disturbance caused by too low a drop 
from the rate already reached. The Committee, however, 
laid great stress upon the beneficial effect upon prices and 
upon the population generally, of a high exchange which 
was, for that reason, welcomed and had been urged by the 
Government of India- 

161. High Prices and Exchange.— Besides the 
argument that in stabilizing exchange, the least disturbing 
course to follow is to adopt a rate as near as possible to 
the prevailing rate, the consideration that appeared 
decisive to the Committee, was the ameliorating effect a 
high exchange would produce upon the political unrest 
which had widely spread throughout the country. With 
a high exchange, a stated amount of English money in 
which the value of Indian exports was expressed would be 
converted into a smaller number of rupees, and therefore, 
the Indian price in rupees would be lower. The rupee 
being rated at a higher amount, importers of goods would 
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pay smaller prices in rupees for foreign commodities, with 
the same result. A low exchange had, before 1893, 
prevented Indian prices from falling in conformity with 
the declining prices of Europe. It was believed that, on a 
p irity of reasoning, a high exchange would prevent Indian 
prices from rising in unison with the high prices ruling in 
western markets. The ^act that the rise in Indian prices 
was comparatively small, was attributed to the Govern- 
ment policy of raising sterling exchange. The Govern- 
ment of India very strongly favoured a high exchange on 
this account and in justification for the relief that would 
be afforded to the consumers, pointed to the pre'Ailing 
discontent which had occasionally burst out into violence 
and crime. The Committee attached very great weight 
to this plea^ and also advanced further reasons in support 
of its recommendation. 

Apart from the fact that if the country lost on its 
exports on account of fewer rupees being obtained by 
producers and merchants for them, it would gain in 
imports, the cheapness of which was an important consi- 
deration from the point of view of industrial development 
as well as that of the consumer harassed by high prices. 
The loss caused by a high exchange would, besides, be 
more than made good by the unusually high prices which 
India’s exports commanded and would continue to com- 
mand in the outside markets. Further, an analysis or 
the population by occupations showed that the numbef 
of cultivators and others who were likely to benefit by a 
low exchange, was smaller than that of those who would 
suffer hardships thereby. It was contended that the effects 
of a high or low exchange were only transitory and that 
adjustments between wages and prices established an 
equilibrium in a short time. Foreign competition with 
Indian industries was not to be apprehended and a low 

1. ** We are led therefore to the conclusion that on economic and 
€6ciai grounds it is not desirable to restore'a low level of exchange for 
the rupee under present conditions. Such a level would tend to aug- 
ment prices generally and to aggravate the dangers of social and 
economic discontent” — Eeport, para 50- 
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cost for wages and raw materials would place India in 
a position of decided advantage. Moreover, there would 
be a good deal of saving on the Home Charges ; and though 
the revaluation of sterling securities and gold in the 
Currency Eeserve would result in a loss, it would be wiped 
out by the saving in a few years and surpluses would 
accrue to the national exchequer. The above considerations 
combined to lead the Committee to decide in favour of a 
high rate of exchange.’ 

The Committee’s line of reasoning becomes intelligible 
when it is remembered that the primary aim it had placed 
before itself, was the stabilizing of the rupee and it found 
no difficulty in arraying arguments in favour of the 
course it recommended, when the aim was to be attained at 
any cost. It speaks of the saving on the ‘home chai'ges* 
but does not say that it is equivalent to heavy indirect 
taxation of the people. And it has no hesitation in stating 
that if the costs of production did not respond to the fall 
in prices which might take place in the world’s markets, 
the whole question of the Indian currency system should 
be reconsidered. Lowering of prices by a more or less 
permanent increase in the gold value of the token rupee, 
does not appear to us to be a desirable remedy for a 
Government to adopt and particularly when it means the 
imposition of indirect taxation and of a heavy loss upon 
the producing classes. 

162. Recommendatiosis Hccepted:— The Secre- 
tary of State accepted the recommendations of the Cur- 
rency Committee and immediately put into operation 
a portion of them. Exchange was accordingly fixed at> 
24 d. (gold) but the removal of the restrictions on thed 
import of gold and the change in the ratio between t^c- 
sovereign and the rupee so to make it 1 : 10 for internal® 
purposes were postponed. The effects of this partial execu- 
tion of the policy suggested by the Committee, were 

1, “ We are tbas led to the conclusion that the material interests of 
India are not likely to sufEer from the fixing of a high rate of exchange 
for the rupee and that certain important advantages will follow from 
>gueh a course of action Eeport, para 54. 

44 
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interesting. Instead of being stabilized the exchange^ 
fluctuated violently from week to week. The 34 d. rate 
is gold meant at times as much as 34 d* in sterling owing 
to the depreciation of the English pound as reflected in the 
dollar exchange. Speculators saw in this situation an 
opportunity to make profits by remitting money to London 
at the prevailing high rate and bringing it back when it 
was reduced as it was bound to be in course of time. There 
was a scramble for remittances and foreign exchange 
became a veritable gamble. 

Having announced its determination to maintain ex- 
change at a fixed rate, Government felt itself bound to 
support it by all means in its power. The usual method of 
supporting ^ weak exchange is, of course, to sell reverse 
councils. And Government started offering weekly remit- 
tances on their balances and reserves in London. The 
demand was enormous and the market rate of exchange 
was consequently comparatively low. The rate that 
Government offered for its reverse councils was higher and 
speculators fell over the shoulders of one another to secure 
Government drafts. The demand was mostly speculative 
in character and Government lost on its sales of sterling 
drafts, because it was disposing of its London funds at 
rates much higher than those at which they had been 
originally remitted. Indian money remitted at 16 d. or 
18 d. per rupee, was being brought back through the sale of 
reverse councils at 30 or 32 d., and the difference consti- 
tuted a heavy loss to the country. 

This policy of Government was strongly criticised. It 
0 vas pointed out that reverse councils which were justified 
atf V when the trade balance was adverse to India, were 
eor o sold only to satisfy the profit hunger of speculators 
in the face of favourable trade conditions and thus an un- 
necessary loss was being inflicted upon the country. This 
transaction was even characterized as ^ organized loot 
and loud protests were made against it by commercial 
bodies. And it was estimated that in less than six months, 
about eight crores of rupees were thus wasted by Govern- 
ment. The policy was, however, persisted in despite 
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public protests and it was only in the third week of June 
that some modification of it was announced. 

163* Reverse eouneils In defence of its policy, 
Government maintained that the very fact that there was 
a large demand for remittances was enough to show 
that the trade balance was adverse, though actually it 
might not be so. Many of those who, during war, could 
not remit their profits abroad and sought sterling drafts 
for the transference of their accumulated savings, on the 
restoration of normal conditions, must be accommodated 
as their demand was legitimate. There was undoubtedly 
a good deal of speculation involved and Government tried 
at one time to distinguish it from legitimate dealings and 
to discourage it. Government’s offer of reverse councils 
amounted to one million £ a week but the aggregate 
tenders were for £ 100 million: and Government insisted 
upon the tenderers depositing a proportion of the price of 
the drafts as a sort of guarantee of good faith. The diverg- 
ence between the market rate and the rate at which reverse 
councils were offered, however, continued and Govern- 
ment did not see its way to stop the weekly sales. 

The retention of the control over the imports of gold, 
the acquisition of the imported gold at rates dependent up- 
on the dollar exchange and the continuance of the old ratio 
for internal circulation, between the sovereign and the 
rupees, had all to be abandoned at last as the result of the 
illicit imports of sovereigns which were smuggled aocross 
the borders and the continued wide divergence between the 
market rates of exchange and the parity of gold. As from 
21st June, 1920, the restriction on the imports of gold 
bullion and foreign coin was removed. It was also dec- 
lared that until further notice, the sovereign would cease 
to be legal tender though during a moratorium of three 
weeks it would be accepted at the rate of Rs. 15 at 
currency offices and that the currency law would be amend- 
ed so as to establish the new ratio of Rs. 10 to the sover- 
eign. Restriction on the import of sovereigns was to be 
removed on the expiry of the moratorium. 
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The sale of reverse councils was not however, to be 
stopped but the rates at which they were to be offered 
were lowered to 1 shilling 11^| d. per rupee for immediates 
and 1 shilling llxi for deferreds. The reason given for 
this change was the fall in the market rates of exchange 
which not only departed from gold^parity but fell below the 
parity of 24d. which Government would have to maintain^ 
when the parity between gold and sterling was restored. 
This change in Governments’ policy meant its inability 
to keep up the exchange at the fixed rate of 24d. (gold) 
which could have been equivalent about 28d. (sterling), at 
the current rate of exchange between England and U. S, 
A. Government admittedly gave up the struggle in despair 
and contended itself only with offering reverse councils 
at a rate a little higher than the market rate, particularly 
as it happened to be the rate at which sterling drafts 
would have to be sold when, with the rupee valued at 24 d., 
sterling returned to its normal value- This policy did not 
mend matters; there was still a divergence between the 
Government rate of exchange and the market rate, amoiint- 
ing to 3 d, per rupee. It was believed that the circum- 
stances in which the Currency Committee had made its 
recommendations, had entirely changed and that another 
inquiry had become necessary. 
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16^. Indigenous Banking. — Banking means deal- 
ing in credit. It consists in the banker and banking firm 
keeping money for their customers subject to withdrawal 
on specific conditions, advancing or loaning money on 
security and purchasing and selling bills of exchanges 
bonds, stocks, promissory notes etc. Even before the ad- 
vent of modern joint stock banking, there were, in this 
country, numerous banking firms and bankers who carried 
on business on an extensive scale. Money lending was and 
is done by numerous persons of every caste and class in 
towns and villages, all over the country. As distinguish- 
ed from these money lenders, the bankers took money on 
deposit, made loans and issued drafts or \hundies,’ and 
they have always occupied a high status in society. In 
old times governments borrowed largely from the bankers 
who financed military campaigns. The Peshwas, for in- 
stance, were heavily indebted to them and several bank- 
ing houses enjoyed great social reputation for the extent 
of their transactions and the honesty of their dealings. 
English banking, which has now assumed a vast magni- 
tude, also began in this humble way. When the prejudice 
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against usury disappeared, the people first to take advan* 
tage of the favourable situation, were the goldsmiths.^ 

The small bankers took deposits and allowed interest 
upon them, gave loans on the security of jewellery pled- 
ged with them and purchased and sold bullion and orna- 
ments. This business is being done to*day extensively in 
villages and small towns all over India, where modern 
banking is unknown. The banking houses of a higher 
status have dealings on a much larger scale. They finance 
internal trade and remit funds from one place to another 
for their customers and discount the bundles of small 
producers and dealers. They very often combine trad© 
with banking. In spite of the rapid progress ioiat stock 
banking has made during the last generation, these indi- 
genous banking houses play a highly important part in 
the internal finance of the country. They accommodate 
small traders and producers whom the big banks cannot 
reach. Their * hundi ’ draft is easily available and through 
it remittance can be most conveniently effected in the 
absence of other banking facilities. 

Mr. Findlay Shirras thus describes^ the indigenous 
bankers: — “Before the British era, trade was entirely 
financed by banias^ who combined money lending and 
finance with trade. Throughout the length and breadth 
of India these banias undertook the financing of agricul- 
tural operations. They were chiefly Marwaris from 
Marwar, Chetties from Southern India, and Bhattias and 
Parsees in Bombay and Gujarat. To-day the money-lender 

1 As they had valuable property of their owe to guard, people were 
Inclined to think that what would be trusted to them was safe. Accord- 
ingly the practice of depositing money or bullion with the goldsmiths 
became a common one, the more so after 1640, when Charles I, then in 
great straits for money, had seized the bullion of private merchants left 
for safe keeping in the Tower,... When the goldsmiths thus obtain- 

ed deposits, they naturally were ready to lend at interest. Cromwell 
borrowed from them on the security of the taxes and paid them back 
when the taxes came in ; Charles II continued the plan, paying the gold- 
smiths 8 per cent, for what they advanced.” — Townsend Warner : Land- 
marks in English Industrial History. 

2. Report of a lecture delivered in Calcutta in 1914. 
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or money changer was still in a flourishing condition. The 
larger Indian bankers and shroffs still continued to do a 
large part of the internal banking business. They were 
the depositories of much of the money wealth of the 
villages or districts in which they resided and they were 
also engaged in exchange operations, as well as trading on 
their own account. They used hundis or bills which were 
drawn up in Mahajani or a written character peculiar to 
bankers, and these were usually illegible to any one out- 
side their class. A dishonoured hundl was an event of 
rare occurrence with them. Hundis^ despite the increase 
in joint stock banking, were not decreasing but increasing, 
and the circulation of hundis was the most perfect portion 
of the purely Indian system. The bania class was one to 
which India was greatly indebted forfinanoing agricultur- 
ists, and removing products from the growing to the 
consuming districts and distributing goods of all kinds ail 
over India. Joint stock banks were not in any way a 
hindrance to their trade : in fact they relieved them of 
much trouble and risk.*’ 

165* Rise of Modern Banking.— Besides these (1) 
indigenoiis banking houses and bankers, there are in India 
■to*day, (2) the three Presidency Banks of Bengal, Bombay 
and Madras, (3) the Exchange Banks doing business in 
this country as well as in others, and (4) the Indian joint 
stock banks. ** The European system of banking was in- 
troduced into India by the Agency Houses of Calcutta. 
These were not merely merchants and agents but also 
bankers who did business with the merchant princes in 
India, planters and the civil and military services. They 
possessed a note circulation which was extremely bene- 
ficial to them. After the passing of the Act of 1813 which 
gay'e greater inducements to Europeans to settle in 
India, there was a considerable extension of banking in 
connection with the Agency Houses ‘but the great com- 
mercial crisis of 182?-30 put an end to almost all these 
House?.” ^ 


1. Mr. Findlay Shirras ; Report of a lecture delivered iu Calcutta 
in 1914. 
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The foreign trade of the country in the early part of 
the last century, was comparatively small and internal 
exchange was facilitated by indigenous bankers. As 
trade, however, slowly expanded, European merchants 
and others directly interested in it, felt the necessity of 
having banking arrangements of the western type in their 
midst. Like the mercantile community, Government also 
experienced difficulty in carrying on its financial opera» 
tions without the assistance of a well-conducted modern 
bant. Under these circumstances the Bank of Bengal 
came into being and received its Charter in 1809. Of its 
capital which was then £ 500,000, the State contributed 
£ 100,000 and Government took its share in the direction 
of the affairs of the Bank. Indians came steadily to be 
associated more and more with the foreign trade of the 
country and, therefore, with the business of the Presidency 
Banks. ^ 

166 . The Presidency Banks.— The relations of 
the Government of India and the Presidency Banks are 
regulated by the Presidency Banks Act of 1876 which 
imposes certain definite restrictions upon their business 
operations while it concedes to them some material and 
moral advantages also. Before that date the agreement 
with the banks compelled the Government to place all the 
cash balances belonging to them in the hands of the Banks, 
with the result that there was a serious danger of Govern- 
ment’s money not being available when it was urgently 
required. I n a despatch to the Secretary of State, dated 

1 “The Presidency Bank of Bengal was opened in 1806 and 
received its charter of incorporation from the East India Company in 
1809. The first Bank of Bombay (it went into liquidation in 1868 
and a new one was formed in the same year) was established under a 
similar charter in 1840, and the Bank of Madras in 1843. The establish 
ment of these Banks in the other Presidencies put an end to the possi- 
bility that the Bank of Bengal might become a Bank for all India. The 
Presidency Banks had at first, a semi-official character. At the found- 
ation of the Bank of Bengal, the East India Company contributed one 
fifth (the proportion became smaller subsequently) of the capita! 
and appointed three of the directors. Upto the time of the Mutiny the 
office of Secretary and Treasurer was held by a covenanted civilian.”— 

J. M. Keynes : Indian Currency and Finance. 
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30l;]i June, 1874, the Government of India wrote: — ‘‘The 
Bank of Bombay, accustomed to high Government balan- 
ces, and relying on the maintenance of those balances, 
had so employed them that they were practically locked 
up ; for had we insisted on withdrawing them more 
suddenly we should have done so in the face of a warning 
that we should produce a commercial crisis, and therefore 
for a time the Government balances at Bombay were use- 
less for the purposes of the Government ...We are of 

opinion that ^ Government subject to the contingencies 
to which the Government of India is exposed, ought not to 
be without a reserve and that this reserve should be In its 
own hands.” The Government was inclined to dissolve 
its connection with the Banks, but preferably it proposed 
“ to make a change in the agreements with the banks, so 
that instead of giving them the right to hold all the 
Government balances, the stipulation may be confined to 
engaging to pay them interest when our balances are 
reduced below certain amounts.” 

In his reply, the Secretary of State (Lord Salisbury) 
gave his assent to the proposal of the Goyernment of India 
about establishing an independent treasury system and 
leaving with the Presidency Banks certain minimum 
balances without interest and imposing by law specific 
restrictions upon their business operations. The Presi- 
dency Banks Act of 1876 laid down restrictions as to the 
qualifications and number of directors, the kind of busi- 
ness that they could and could not transact, the territorial 
limits of their jurisdiction and so forth. The Banks have 
tried to get some of these restrictions removed as needless, 
and wanted liberty to deal in certain securities which 
were not allowed by the Act, e. securities of State aided 
Il^rilways and of District Boards. They also wanted to be 
empowered to borrow outside India so that they might 
have access to the great store of banking capital available 
in London. 

This and other matters connected with the powers and 
resources of the Presidency Banks, were topics of prolong- 
ed discussion among the parties concerned. Strong objec- 
45 
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tion was taken to these Banks being allowed to ‘pledge 
securities and take deposits in England and thus raise 
funds there. The Exchange Banks vehemently opposed 
the suggestions that the Presidency Banks should be 
allowed, when the Bank rate in India was 6 per cent, or 
higher, to borrow in London, that they should be permitted 
to deal in foreign bills under certain conditions and that 
they should be allowed to draw sterling drafts on London 
for the home remittances of their customers subject to a 
limit of £ 200 in each case. One of the Exchange Banks, 
the Mercantile Bank of India, wrote to the Secretary of 
State: — “It would be an anomaly in State banking to find 
the Presidency Banks of India, which depend for their 
prestige and resources so largely on their State connection, 
turning their attention and their resources from the object 
of their existence — the facilitating the internal trade and 
requirements of India (a suflSciently wide field one would 
imagine), to embark in operations of foreign exchange. 
It would further be a serious matter for the existing 
Exchange Banks, and very unfair to them if these State 
Banks, backed by their State support and the large anoNOunts 
of public funds placed at their disposal by the State free of 
interest, should be authorised to compete keenly, and with 
ail the power that their privileged position gives them, 
with those institutions which have hitherto conducted 
that business to the satisfaction of the meroantilp 
community.” 

The other Exchange Banks wrote in the same strain 
and there was a lively debate between them and the Pre- 
sidency Banks. The latter attempted to show that the 
apprehensions of the Exchange Banks with regard to un#- 
fair competition being set up in exchange transactions 
against them, were baseless. The proposal of the Presi^ 
dency Banks was favoured by the Government of India, 
but the Secretary of State was strongly impressed by the 
contention of the Exchange Banks that their interests 
would be injured by the proposed changes and declined 
to sanction even a moderate concession to the Presidency 
Banks, viz. ‘allowing them to draw sterling bills on London- 
for the purpose of the remittance of their customers subject 
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to a limit of 200 / in any one month on behalf of any one. 
customer.’ The discussion was brought to an end on 26th 
September, 1906, with a telegram from the Secretary of 
State in reply to one from the Government of India asking 
permission for the above amendment of the Act, stating: 
‘Your telegram dated 15th September, Presidency Banks. 
I regret that I cannot accept your proposal.’ 

167* Their fiusiness* — We shall presently deal 
with the question of monetary stringency and a high bank 
rate prevailing in India during the busy season, which was 
involved in the above discussion. It is to be noted here 
that the Presidency Banks are three powerful joint stock 
banks having special relations with Government and 
carrying on the ordinary banking business under certain 
well defined limitations. They lead in financing the 
internal trade of the country, and the ordinary joint stock 
banks follow them at a distance. They take deposits and 
lend on security, and discount, buy and sell bills of ex- 
change and other negotiable securities payable in India or 
Ceylon. They cannot borrow money outside India, nor 
can they deal in sterling bills. The conditions on which 
they may give loans are strictly laid down by law. They 
perform certain services for Government and receive 
remuneration for it. Government holds no shares in the 
Banks and is not represented on the directorates. It, how- 
ever, keeps certain minimum amounts free of interest with 
the head oflSces of the Banks, and if the public deposits fall 
below the stipulated limit, interest is paid on the amount 
by which they fall short. Usually Government keeps 
larger deposits with the Banks than they are expected, 
though not bound, to do. 

In the absence of a State Bank, the three Presidency 
Banks together perform for the Government the same 
functions as the Bank of England, for instance, but on a 
restricted scale. “Where a branch of a Presidency Bank 
exists, part of the Govenment balance is deposited in it. 
Similarly a part of the Government balances held at 
Calcutta, Madras and Bombay, is deposited at the head 
offices of the three Presidency Banks. The relations 
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between the Government and the Presidency Banks in 
respect of the holding of balances are partly regulated by 
agreements with the three banks which were last revised 
in 1898. The agreements provide that the Banks are to 
transact general businessfor the Government at their head 
cffices and certain branches ; "that they are to receive 
certain remuneration ; that the Government is not bound 
to retain at the Banks any particular sum ; but that if its 
balance at the Head Office of any of the three Banks falls 
on any day below a specified minimum, it is to pay to the 
Bank interest “ at the lowest rate chargeable on such day 
by the said Bank to the public for loans recoverable on 
demand!” The remuneration of the three Banks and the 
minimum balances that they are to hold for the Govern- 
ment at their Head Offices without charging interest are 
as follows : — 

Amount of Balance 
below which 

Eemuneration interest becomes 
per annum. payable. 

£. £. 

Bank of Bengal 2,900 233,300 

Bank of Madras 800 120,000 

Bank of Bombay 800 133,000 

“The revision of these agreements is now under the 
consideration of the Government of India. In actual 
practice the Government of India is much more liberal to 
the Banks than is provided for in the agreements. They 
usually keep at the head office's of the three Banks the 
following amounts: — 

Bank of Bengal 467,000 1. to 533,000 1. 

Bank of Madras ... A little over 133,000 1. 

Bank of Bombay 267,000 1. to 333,000 1. 

“ On the floatation of a loan and in special cases, the 
amounts are increased.” ’ 

The following table shows the position of the three 
Presidency Banks on 31st December of each year: — 

1 See Chamberlain Commission’g Report, Appendices. 
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Presidency Banks^ 



1905 

Bs. 

(lakhs). 

1914 

Rs. 

(lakhs). 

1916 

Rs. 

(lakhs). 

1917 

Bs. 

(lakhs). 

1918 

Rs. 

(lakhs). 

Capital and 
Reserve ... 

6,23 

7,64 

i 

7.35 ; 

! 

7,42 

7,19 

j Public ... 
Deposits < 

. ( Private... 

3,11 

1 22,26 

5,61 1 
40,4 i 

5,20 ' 
44,70 1 

7,71 

67,71 

8,64 

50,97 

Cash Balances 

8,23 1 

20.84 

17,27 

33,77 

1 

1 17,07 


The comparative position of the three banks on 31st 
December of the years 1910, 1914, 1916 and 1918, is brought 
out in the following table : — 



l9io 

Rs. (lakhs) 

I9l4 

Rs. (lakhs) 

i9i6 

Rs. (lakhs) 

I9i8 
Rs (lakhs) 

Paid up r 
Capital 

Bank of Bengal 

2 00 

2,00 

2,00 

2,00 

„ Madras 

6o 

75 

75 

75 

„ Bombay 

1,00 

1,00 

1,00 

1,00 

Reserve f 

Bank of Bengal 

1,75 

2,00 

2,I3 

58 

1,89 


,, Madras 

5x 

79 

55 

Rest 

,, Bombay 

l,o5 

1,10 

9o 

1,01 

Govern- f 

Bank of Bengal 

1,98 

2,87 

2,74 

6 85 

meat 

,, Madras 

72 

9i 

i,o4 

1,02 

1,77 

posits 

„ Bombay 

1,52 

1,83 

1,42 

Other f 
Deposits 

Bank of Bengal 

i6,o9 

5,67 

21, 6l 

21,44 

33,93 

„ Madras 

7,62 . 

9,6o 

9,54 

„ Bombay 

10,58 

10,82 

i3,67 

i7,5o 

r 

Bank of Bengal 

5,i4 

ri,7o 

7,73 

8,94 

Cash 4 

„ Madras 

1,84* 

2,67 

2,87 

2,74 

1. 

„ Bombay 

4,36 

6,47 

6.68 

5,42 

Invest- f 

Bank of Bengal 

3,68 

6,21 

7,69 

7,80 

„ Madras 

85 

1,34 

1,63 

i,4o 

luents 1 

„ Bombay 

1,49 

2,01 

3,r3 

3,54 

Dividend f 

Bank of Bengal 

l4 p. c. 

i6p c. 

l6 p c. 

1 7 p.c. 

for the -{ 

„ Madras 

12 p.c. 

12 p C 

12 p. C' 

12 p.C». 

year L 

„ Bombay 

l4 p. c. 

l4^ p. c 

i5 p c. 

i84 p. c. 


Besides the head offices, the Presidency Banks of 
Bengal, Bombay and Madras have 25,14 and 23 branches 
and agencies respectively- 
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168* Exchange Banks* — ISow to turn to the 
Exchange Banks. These are big European banking 
concerns with enormous resources, and they carry on 
their operations in India and over eastern Asia. For the 
sake of convenience they are classified in two groups 
according to the extent of business done by them in India, 
viz. (1) five of them are doing a considerable portion of 
their business in this' country and (2) the reniaining 
five are merely agencies of large banking corporations 
doing business all over the East. The following statistics 
will give an idea of .the position of these banks on 31st 
December, 1918., 


1 

1 

1 

i 

tr 

C 

i 

: CQ 

C .-4 

’“3 

C 

rt . 

<0 

Deposits. 

Cash Balances, 

1 

1 

1 

"o 

d 

i Ci CB 

! 

i 

> O 

C4 1 

Out of 
India. 

In 

India. 

Out of 
India. 

In 

Indi«i. 



£ 

£ ' 

£ ^ 

R 

£ 

R 



1,000 

1,000 

1,000 

1,000 

1,000 

1,00 

(i) Bank's doing] 
a considerable poi - 
tion of their busi-i 
ness in India 

5 

4,012 

5,i59 

I 61,773 

50,96,88 

i4,7i4 

10,34,66 

(2) Banks which 
aie meiely agencies 
of large banking 
corpoi aliens doing 
business all over 
Asia. 

1 

1 

5 

18,257 

12,020 

242,896 

10,29,45 

4o,55i 

1 1,94,42 

Total , . 

[ 

1 10 
{ 

22,269 

i7,t79 

3o4,669 

61 , 26,33 

55,265 

22 , 29,08 


These banks are institutions of a very old standing, 
having been founded sixty years, ago, and they take 
deposits in’India and outside, and with funds thus bor- 
rowed, finance the foreign trade of the country. They are 
thus complementary to the Presidency Banks and the 
other Indian hanks which confine themselves to internal 
trade. They purchase bills of exchange drawn by ex“ 
porters of produce and discount them with London banks 
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or realise them when they mature.^ Through their London 
oiSoes they purchase import bills which are drawn on 
consignees in sterling and thus they finance import trade 
also. These transactions enable the banks to bring back 
the funds realised in London. As the value of India’s 
■exports normally exceeds that of the imports, the defici- 
ency in import bills is made good by the purchase of 
council bills and telegraphic transfers and the shipment 
of gold and silver. 

Owing to stringency in the nibney market, in the 
busy season, the bank rate and the discount rate mount 
up very high. The exchange also rises and the Exchange 
Banks bring money into the country by buying the Secre- 
tary of State’s drafts, and Telegraphic Transfers which 
enable them to receive rupees from the Government 
Treasuries immediately without having to wait for more 
than two weeks for the arrivals of the bills. The difference 
between the rate of interest they have to pay on their own 
borrowings or deposits, bothjin England and India, and the 
rates they charge in discounting sterling bills constitutes 
their profit. 

The deposits of the Exchange Banks have consider- 
ably increased in recent years and while enjoying a 
monopoly of the finance of the export trade of the country, 

1 “Bills against the export trade are drawn ;D. A. (docnoients on 
acceptance) and D. P. (documents on payment). They are purchased 
fey the banks’ branches in^ India. The P. P. bills are held by their 
London offices until they are retired or paid at maturity. The D. A. 
bills as a general rule are discounted or rediscounted, immediately after 
acceptance. They are rediscounted with the English Joint Stock Banks 
aiad the Scotch Banks or with bill brokers financed by these, and espeei- 
ally in times of stringency with the Bank of England. These bills may 
be held for a time by the Indian Exchange Banks in London. This 
Would occur when business in India was stagnant or when money was 
difficult to employ in London. To the extent to which the D. A. are 
rediscounted immediately after acceptance (which they are in the great 
majority of cases) the Indian export tradeds financed not with the funds 
of the Exchange Banks, except from the time of the bills in India to 
their arrival in London, but with the funds of the British Banks, i. e., 
with British and not Indian capital,” — Beport on Banks in India, 1917. 
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they participate actively in the financing of the internal 
commerce also. The extent to which their resources have 
increased during the past few years, will be seen from the 
following figures 



Number 

Capital and 

Deposits in 

Cash balan- 


of Banks. 

reserves. 

India. 

ces in India 



£ (1,000) 

£ (1,000) 

£ (1,000) 

1913 

12 

37,825 

20,690 

3,902 

1914 

11 

36,972 

20,098 

5,596 

1915 

11 

36,793 

22,364 

5,068 

1916' 

10 

37,931 

25,359 

6,760 

1917* 

9 

32,682 

35,584 

22,496 

1918* 

19 

39,448 

40,842 

14,861 


Exchange Banks compete with other banks in the 
country in borrowing money by m^ans of d^josits and in 
leading and discounting business. Their operaitons are 
not thus restricted to the financing of import and export 
trade. They have 48 branches in India as compared with 
68 branches (and three head oflSces) of the Presidency 
Banks and 93 head offices and 206 branches of the Joint 
Stock Banks. The Indian deposits of these banks amounted, 
in 1918, to £ 40,842,000 as against Rs. 59*62 crores of the 
Presidency Banks and Rs. 37*32 crores of the Indian Joint 
Stock Banks. As we have shown in the last Chapter, owing 
to the severe strain put upon the monetary resources ,of 
India by the War, the drawings of the Secretary of State 
had to be curtailed, gold could not be imported and ex- 
change rose much above the standard rate. Exchange 


1. Exclnding th« Delhi and London Bank which was amalganaated 
with the Alliance Bank of Simla, Ltd. 

2. Excluding the Russo-Asiatic Bank, information not being 

avail^ie. 

3- Including the Bank of Taiwan which opened a Branch in India® 
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Banks had not adequate funds to buy bills and had tc sell 
drafts at a fixed rate. 

169* Joint Stock Banks.— Banks of the third clasa 
viz.^ the J oint Stock Banks, are almost all of them, of 
recent origin. The growth of this type of bank has 
taken place during the last thirteen years. The total 
number of banking and loan companies registered under 
the Companies Act in 1914-15, was 574 and their paid up 
capital amounted only to Rs. 7,98,75,509. The corres- 
ponding figures for 1917-18 were 485 and Rs. 10,19,49.000. 
The number had remained steady for several years and 
declined in 1914-15 and 1915-16 on account of the failure 
of many Swadeshi banks ; and yet the paid up capital 
almost doubled in ten years. Under the heading, banking 
and loan companies, are included hundreds of petty bank- 
ing and lending establishments, and institutions carrying 
on operations on a considerable sale, are very few. The 
number and the amount of paid up capital of these bank- 
ing companies, are given below : — 


Year. 

Number. 

Paid up capital (Rupees), 

1900-01 

- 430 

3,82,84,266 

1905-06 

595 

4,40,34,101 

1906-07 

567 

7,31,57,416 ' 

1910-11 

492 

7,91,31,641 

1913-14 

> 552 

7,91,51,400 

1914-15 

475 

7,98.75,509 

1915-16 

460 

8,34,04,000 

1916-17 

459 

8,68,59,000 

1917-18 

485 

10,19,49,000 


The joint stock banks are classified, for the sake of 
convenience, into four groups according to the amount of 
46 
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their capital ; and their position on 31st December, 1918, 
was as follows: — 



No. ot 
Banks. 

! 

Paid up 1 
Capital. 

«# 

Reserve 
and Rest. 

Deposits. 

i 

Cash 

Balances 

(r» Banks with Capital 
and Reserve amounting to 
Rs. 20 j 00,000 and above 

8 

R (.i,ooo)j 
3,56.oSj 

R ( 1 , 000 ) 

1,35,79 

R ( 1 , 000 ) 

37,73,64 

R(i,ooo) 

8,72,92 

(3) Banks wit!i Capital 
and Reser\e between Rs. 20 
and 10 lakbs ... 

5 

1 

i 

48, 7i 

1 

1 

j 21,36 

2,30,27 

58,54 

(3) Banks with Capital 
and Reserve between Rs lo 
and 5 lakhs 

6 

1 

3i,69| 

f 

8,44 

55,57 

17.12 








iObal OJL DtiTlK.S ^IDOvc 

Rs. 5 , 00,000 

19 

4,36,451 

1,65,59 

4o 59,48 

9,45, 

(4) Banks with Capital and 
Reserve between Rs 5, 00,000 
and Rs 1 , 00,000 

1 

1 

1 28 

( 

1 

48,65 

14,43 

1 i,38,3S| 

36,90 

Total ..J 

! '' 

4,85,10 

1 

1 , 80,02 

^2,i4,83| 

< 

9,85.4S 


Joint stock banking is a plant of recent growth and 
has yet to drive its roots wide and deep into the soil 
though the European banks are of several years’ standing. 
ISTor are all the joint stock banks Indian managed. While 
the sapling of indigenous joint stock banking was grow- 
ing up vigorously, it was overtaken by a violent storm in 
1&13, when a number of banks collapsed. The failure of 
the banks caused ruin and hardship to numerous middle 
class and poor families, but it imparted a wholesome and 
much-nee ed lesson as it exposed the rotten condition of 
many of the apparently prosperous concerns. It indeed 
dealt a rude shock to public confidence and for a time the 
progress of banking was retarded. But the exposure was 
calculated to teach the people where the screw of banking 
management was loose and to ensure a slow bpt healthy 
progress of the movement. 
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These joint stock banks came up on the crest of the 
enthusiastic industrial movement which began in 1905^ 
and banking came to be regarded as a new path into 
which the energies of enterprising persons might strike. 
The public was willing to patronise the new institutions 
and put their money in them. The middle class which 
was in the habit of saving and of depositing its savings 
in the Postal Savings Banks, was attracted by the tempt- 
ing prospect of getting a higher rate of interest and divi- 
dend, and the new concerns had no difficulty in attracting 
share-holders and depositors. From 5 to 6 per cent, 
interest (a high rate in those days) was offered for deposits 
fixed for a year or two years, and the banks helped many 
a shop-keeper and trader in his business by giving him 
accommodation. 

170* Bank Failures* — Several causes combined to 
make the position of the joint stock banks insecure. (1) 
The directors of many of the concerns were men who knew 
little about banking business and could not and did not 
control the operations of the banks. (2) If some of those 
whose duty it was to keep a strict watch over the dealings 
of the banks, suffered from a lack of experience, others 
were too clever to deserve the responsibility entrusted to 
them. (3) Accounts were not properly kept and loans 
were given without sufficient security. (4) A large amount 
of the funds of the banks was looked up in such a way 
that it could not be easily realised. (5) Some of the 
managers went in for speculation, a species of business 
which such banks should have avoided, and the monies 
taken from depositors at a high rate of interest, were used 
to finance concerns whose profitableness was doubtful. (6) 
Dividends were often distributed among shareholders out 
of capital, and this fact could be concealed by window- 
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dressing, that is, skilful manipulation of the accounts. 
When, therefore, one of the banks came into trouble owing 
to a run being made upon it by depositors, public confid- 
ence was shaken and other banks also came down. Their 
assets could not be easily realised, the demand of de- 
positors could not be met and they had to close their 
doors. 

These facts have been brought out in liquidation and 
other proceedings in connection with the banks which 
have taken place in law courts. With a few exceptions 
most of the banks which have failed or have been liqui- 
dated, have been pigmy concerns. The following table 
shows their number and position : — 


Yeai. 

No. of Banks 
liquidated 

Capital. 

Authorised. 

-r 

Suhsci ibed. 

Paid up. 



Rs. (i,ooo) 

Rs. ( 1 , 000 ) 

Rs. (E,000) 

i9iS (two 



% 


months)... 

12 

2,74,00 

1,64,56 

35,3 

i9i4 

43 

j 

7,io,5o 

2,45,6r 

I09,I2 

I9i5 

I 

II 

56, 5o 


4,6o- 

I9i6 

l3 j 

2,3o,9o 

30, 9o 


I9i7 

9 

76, 5o 

35,75 

25,26 

i9i8 1 

7 

2,o9,5o 

4,86 

1, 46 1 


Many of these banks had high-sounding names but 
were ricketfcy from the very beginning. The paid up 
capital bore a small ratio to the subscribed and the 
authorised capital, as may be seen from the following 
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table of some typical banks, compiled from the inform- 
ation published by the Department of Statistics : — 


" ' ! 

\ 

Name ’ 

) 

1 

Authorised 

Capital. 

! 

Sub- 

scribed 

Capital. 

Paid up 
(Japital 

Deposits. 


Rs. 

Rs. 

Rs. 

Rs 

Solar Bank, Lahore , Registered, 

1 7th Apiil, i9i3, Liquidated, 
24th March, i9i4 . . 

1 , 00 , 00,000 

1,55,000 

1 

8,5io 


Orient Bank ot India, Lahore, Re- 
gistered, iSth May, i9o7, Liqui- 
dated, 4th September, i< i4. 

25 , 00,000 1 

io,oo,ooq 

7i,354 

4,94 958 

Bank ot Asia, Lahore, Registered, 
2 nd September, 1 9 1 2 , Liquidated ! 
29th November, i9i4 

25 , 00,000 

4,65,45o. 

32,099 

76,781 

Commercial Bank of India, Gazi- 
pur, U. P., Registeied, i7th Janu- 
ary. i9x3. Liquidated, 2nd July, 
i9i4 

10 , 00,000 

i 

5,775 

4,25o 

18-656 

Sn Riishna Bank, Madras; Regis- 
tered 28 th May, i9o9, Liquidat- 
ed, 3 1 St March, i9i4 

5 , 00,000 

5 , 00,000 

2,125 


United Bank ot Commerce, Bengal, 
Registered, 25th September, i9i2; 
Date of going into liquidation, 
i4th August, i9iS ... ••• 

2 , 00 , 00,000 

2,8i,5io 

27,o8o 



Banking corporations and bankers have to keep sufla* 
cient cash and liquid assets in their hands so as to be able 
to meet demands as they arise. But the Swadeshi Joint stock 
banks did not follow this wholesome practice. While the 
proportion per cent of the cash to the liabilities on deposits 
of the Presidency Banks has been 33 and of Exchange 
Banks 20, on an average, that of the Joint stock banks has 
not exceeded 15 or 16. The position has steadily improved 
during the past few years. The following table shows the 
proportion per cent of cash to liabilities on deposits of the 
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several classes of banks on 31sfc December of each 
year: — 



l9io 

i9l3 

i9i4 

i9i5 

i9i6 

i9i7 

I9i8 


p.c. 

p.c. 

1 

p c. 

j P* c. 

p. c. 

p. c. 

p.c 

I presidency Banks 

; 2 i 

36 

46 j 

34 ; 

35 

45 

29 

il Exchange Banks — 


i 






(i) Banks doing a con-; 
siderable portion of 
their business in India 

16 

l9 

28 

i 

I 

i9 

25 

4o 

20 

( 2 ) Banks v<hich are mere 
ly agencies of Ia*ge 
banking corporations 
doing business in Asia. 


i7 

26 

1 

4i 

35 

160 

I 16 

Ill Indian Joint Stock 
Banks — 



( 





(a) Banks having capital 
and reserve of 5 lakhs 
and over. 

II 

18 

21 

22 

24 

25 

23 

(3) Banks having capital 
and reserve between 
one lakh and less 
than 5 lakhs. 

... 

16 

22 

22 

i7 

21 

24 


The lesson of the bank failures seems to have been 
taken to heart and the joint stock banks now evince a de- 
sire to maintain a strong cash position ; and this tendency 
was especially marked in the abnorilial conditions created 
by the war.^ Although banks have to provide for an 
adequate holding of cash against their deposit liabilities, 

1 The remarks made by certain shrewd observers in connection with 
the position of these banks before the failures of 1913-16, have proved 
alfliost prophetic. Mr. Keynes wrote : — 

In the case of the smaller Banks, dealing, as they are, with clients 
to whom banking is a new thing, and in a country where hoarding is 
still dominant, the cash balances seem, from the available indications) 
to be hopelessly inadequate j and it is hard to doubt in the next bad 
times, they will go down like nine pins* If such a catastrophe occurs, 
the damage indicted on India will be far greater than the direct loss 
falling on the depositors-”— Indian Currency and Finance, 
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it will vary from one class of banks to another and will 
depend upon the nature of its business and its require- 
ments of safety. What is a safe margin to one type of 
bank, may be quite an insufficient proportion in the case 
of another. 

171. Proposed Restrictions.— The failure of so 
many banks led the public and Government to consider 
whether it would not be desirable to impose certain 
restrictions upon firms and individuals who used the words 
* banks,’ ‘ bankers/ or their equivalents, thereby gaining 
an amount of prestige in the eyes of people and attracting 
deposits. The Government of India, therefore, issued a 
circular in August 1913, asking Provincial Governments 
to communicate to them the views of the commercial 
community and others on this point. They suggested 
restrictions that would be desirable in the following 
matters .—(1) The prescription of a minimum amount of 
subscribed capital ; (2) a stipulation that an adequate^ 
portion of such capital should be duly paid up within a 
reasonable period from the starting of the business ; (3) a 
restriction on the full allocation of profits to dividends 
pending the building up of an adequate reserve'; (4) a 
restriction as to taking up by a ‘bank’ of business outside 
that of banking in which the banking profits might be 
lost. Some restrictions of the nature proposed by Govern- 
ment are clearly necessary in the interests of* the public 
as well as of a healthy growth of Indian joint stock bank- 
ing. But any banking law that may be passed, should ba 
such as will not hamper the growth of legitimate and 
sound business and as will only protect healthy develop- 
ment from the competition of unscrupulous and unsound 
concerns. 

The economic development of India requires an ex- 
tension of banking facilities in all parts of the country. 
The people have to be taught to hand over their savings 
to banks which will use the funds thus collected, for the 
promotion of trade and industry. There is a great scop© 
for the expansion of banking, and concerns, small and 
large, if they are conducted along right lines, will be sue- 
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cessful and helpful. High rates of interest rule in the 
market and small business men and producers cannot get 
the necessary accommodation without paying a heavy 
price. The ordinary money-lenders in towns and villages 
give credit to their clients, but charge exhorbitant rates 
for their services. If banks were to collect cash from 
persons of small means and inspire confidence in the 
public mipd, they would assist in the economic develop- 
ment of the country. 

172. Hgricttltural Banks.- -There are no land 

banks and agricultural banks in India like those in other 
countries.^ Landholders have, therefore, to raise loans by 
mortgaging their lands to money-lenders, and culti^iors 
obtain advances from the village sowkar for the current 
expenses of agriculture. Takavi loans are made by Govern- 
ment to cultivators, but they are not popular, and they do 
not satisfy the smallest fraction of the needs of the people. 
The indebtedness of the Indian rayats is colo^al, and 
attempts made to relieve it, like that of the ^ Deccan 
Agriculturists* Relief Act, have almost failed. There are 
here two problems to be tackled, first to enable the farmer 
io shake off the burden of the old debts and second, to 
advance to him the capital required to carry on his 
agricultural operations. If there were banks which would 
supply this two-fold credit the cultivator’s lot would be 
vastly improved. But he has as yet to rely, where there 
are no co-operative credit societies, and these are too few 
in view of the large population of the country-^on the old 
credit machinery viz, the money-lender who charges high 
rates for his money. 

We have shown in Chapter V what is the position of 
the cultivator and the common artisan with regard to 
credit and supply of capital. In one of his pamphlets, on 
Agricultural Banks in India, Mr. D. E. Wacha pleads for 
the establishment of land banks which will emancipate 
the cultivators. He gives an account of the experiment 
of such a bank in Poona district which was to have been 
made about the year 1883, and argues that, after all, co- 


1 See Gide’a Political Economy and the next Chapter of this book.,. 
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operative credit societies are not calculated to solve the 
problem of agrarian indebtedness.* He holds up the 
Agricultural Bank of Egypt to imitation in this country 
and wishes enterprising men to start such banks and 
conduct them with the assistance of Government. There 
can be no doubt about the fact that the problem of agri- 
cultural indebtedness ought to have been boldly faced by 
the State long, long ago ; and the cultivator should have 
been assisted to throw* off the yoke of his debt, by means 
of agricultural banks. In Ireland and in France, for 
example, the State is placing large funds at the disposal 
of cultivators* This is not to minimise the urgent im* 
portance of the growth of the co-operative credit societies 
which are calculated to improve the status and economic 
position of the rayat as nothing else can, but to point out 
the colossal dimensions of the rayats’ indebtedness and to 
suggest the radical and effective cure necessary to wipe it 
out. 

173® Industrial Banks — ^The want of industrial 
banks is being similarly keenly felt. The Presidency 
and joint stock banks lend their monies for short periods, 
and they cannot afford to lock up their funds in ordinary 
securities or new industrial concerns. Like agriculture, 
industries require a special treatment, and it has been 
suggested that banks should be started for financing in- 
dustrial enterprise. State assistance is also invoked in 
the matter though how precisely it should be rendered is 
a difficult point to settle. Government may advance 
capital on the security of the property of a concern when 
the loan has been recommended by competent authority ; 
or it may guarantee a certain rate of interest as it did 
in the case of railway enterprise. Financing of industries 
would certainly be better done by private banks strongly 
supported and supervised by the State. And if branches 
of such central banks were opened in small towns, the 
producers there would derive material benefit from them, 
and the banks themselves would do good business. 


1 See page 112 above as also the next Chapter. 

47 
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Organising capacity, expert advice and an adequate 
supply of capital are the essential requisites ot industrial 
development. No new industries can be started unless 
they h^e the backing of men with capital to_ finance 
them or of industrial banks which will make it their pTmci- , 
p.l business to support sound propositions Such in- 
Lstrial banks do not exist in this country and their work 
cannot be done by the ordinary deposit banks. 
the Presidency nor the Joint stock- banks can assume this 
role Is they cannot lock up their funds in industna 
concerns for long periods and do not possess the exper 
agency necessary to judge of the character of the udus 
trial proposals placed before them. Japan has already 
equipped herself with industrial banks and all 
have been awakened to the urgent need of 
tions. Messrs. Tata, Sons and Company l^ave takfc the 
lead in starting an Industrial Bank with a capital of Es^ 6 
crores and its progress is being watched with the keene 

interest. 

174. Their Possibmties.-“The Indian Industrial 
Commission devoted its attention to the constitution and 

functions of industrial banks that were required m this 

country and considered how far they ought to receive 

.sshtanee from Govotnmont. It ttoy 

industrial banks in Germany and Japan to find out if they 
could provide a lesson for India. With regard to the German 

industrial banks three characteristics were found to be 

striking ; (1) the high proportion of their paid-up capital 
to their total cash transactions; (2) the madmess with 
which they finance industrial and commercial business and 
participate in fresh industrial ventures, by taking up an 

eventually selling blocks of shares in such undertakings 

and (3) the large measure of control they exercise over t e 

businesses financed by them through the appointment of 

their representatives as directors. It is believed that the 
banks have the backing of the German Government which 
is anxious to stimulate industrial enterprise through them. 

The Government of Japan likewise supports the in- 
dustrial banks in that country and imposes on them cer- 
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tain conditions as to the investment of theii: capital with 
a view to ensure their sound and successful working. On 
this evidence before it, concerning the part played by 
banks specializing in industrial finance and the support 
accorded to them by the State In Germany and Japan, the 
Industrial Commission could not but conclude that the 
industries in India would materially benefit by a similar 
system established in this country. The Tata Bank has 
already commenced financing indigenous industries on the 
lines suggested above but many such banks are needed for 
providing adequate finance to new ventures. The business 
of industrial banks is^, of course, full of risks and special 
precautions have to be taken by them in laying out their 
funds. The Industrial Commission has indicated these 
safe-guards and they relate mainly to the judicious use of 
their capital by the banks.’ 

The Tata Bank was started without Government as- 
sistance, and though Government must help industries 
directly in a variety of ways, it is best that industrial 
banks should multiply so as to be able to stimulate the 
development of industries through private agency. The 
Commission expressed the opinion that “ the establishment 
of industrial banks working^on approved lines is of suffici- 
ent national importance to justify Government assistance”,^ 
but having no sufficient material before it to allow it to 
formulate a definite scheme for industrial banks, whether 
of provincial or imperial scope, it suggested the appoint- 
ment of an expert committee to examine the whole ques- 
tion of additional banking facilities and the form which 
GovernpaeBt assistance and control should take. 

I75« The Bank Rate. — The Bank rate is the rate 
which is charged for, loans against Government securities, 
while the rate of advances on other securities and of dis- 
counts is slightly higher. The rates are not the same in 
the different Provinces. As we have said above, this busi- 
ness is, at present, done by shroffs and other money-lenders 
who deal in bundles. They grant accommodation for a 
few months and charge varying rates of interest. The 


1 Report, para 291. 
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shroffs in big commercial centres are a link between petty 
traders and shop-keepers and the Presidency and joint 
slock banks, the latter discounting their bills and thus 
coming indirectly in contact with the small business men# 

The official bank or discount rate of the Presidency 
and other banks is, however, not identical with the rate 
that prevails in the bazars, and the latter is often not 
much affected when the bank rate rises owing to monetary 
stringency which occurs periodically. ‘‘ The shroffs who 
inance nearly the whole of the internal trade of India, 
rarely, if ever, discount European paper and never pur- 
chase foreign or sterling bills. Neither do they lend money 
on Government Paper or similar securities, but confine 
their advances to the discount of hoondees, to loans, to ci^l- 
tivators and against gold and silver bullion. The hoondees 
they purchase are, for the most part, those of traders, 
siiiall and large, at rates of discount ranging from 9 to 25 
per cent, per annum but the hoondees they buy from 
and sell to each other, which are chiefly the trl^ers* 
J ooiiheci? bearing the shroffs’ own endorsement, rule';the 
rates in the native bazar and are generally negotiated, 
during the busy season, at from 5 to 8 per cent, discount. 
They also discount their endorsements pretty largely with 
the Presidency Banks when rates are low and discontinue 
doing so when they rise above 6 per cent. They also spe- 
culate largely at times in Government Paper, especially 
during the off-season, but rarely or ever hold it or lend on 
it”' 

The bank rates are usually regulated by the intensity 
of demand for money required for financing the export of 
Indian staples to foreign countries and the supply of raw 
materials to large indigenous industries. The money 
supplied by the shroffs usually goes to finance the local 
movements of the staple crops from the fields to the markets, 
Funds may be taken from the banks to return the advances 
made to dealers by shroffs and in that way the two money 
markets come into contact with each other. When money 
is tight, the Presidency Banks will attract deposits for 


1 Appendices to the Keport of the Fowler Committee, page 70. 
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short periods by offering higher rates of interest and p 
up their lending rate at the srme time. Tne rates are 
naturally high in the 'busy season and low when trade b 
slack. Thus the half-year ending 30th June witnesses higher 
rates than the other six months when there are no crops 
to be moved. The following table gives the maximum and 
miniunim rates daring the years, 1913-1918 : — 
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17 The Hiiiidi Mate » — The relation berween roe 
Bank Eate and the Hundi Rate, has been a subject of suiue 
ouriosity. The nature of the dealings of the shroffs wr > 
discount hundies with the Presidency Banks has been 
shown above* The big shroffs go to the banks when they 
have laid out all their funds in purchasing the hundies of 
smaller shroffs who may have financed the village bania 
or dealer. There are two kinds of hundies, the ‘hand blllC 
or pure finance bills, and the trade bills. As regards rhe 
hundi rate, it- “rises and falls with the bank rate proper, 
though sotnewhat in advance of it, and naturally so, for 
one is a discount* rate and the other a rate for day-to-day 
loans. Thus at the beginning of the busy season, the 
hundi rate would usually be higher than the bank rate ; 
the reveise being the case when the slack season is atiout 
to begin, so that the hundi rate may be said to be a sort 
of long distance signal.’’ ’ 


1 Appendiceg to the Report of the Indian Gnrrency Committee, 1&19. 
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The hiiandi business of the Presidency Banks often 
represents as much as one-third of their total advances. 
The following tables show, as an illustation, in the case 
of the Bank of Bombay, these proportions and the varia- 
tions in the Bank and the Hundi rates : — 
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ITT® Reserve Treasury Systeni.— While on this 
question of the bank rate in India, we may refer to the 
prrilonged controversy which has raged round the reserve 
treasury system of Government and the artificial strin- 
gency which is alleged to be created by it. Apart from the 
Paper Currency and Gold Standard Reserves which have 
nothing to do with the current revenue and outgoings of 
Government, the funds of the State are held in the treasuries 
and subtreasuries ^ scattered over the country, at the 
head offices and branches of the Presidency Banks, in the 
Reserve Treasuries and in the ‘Home Treasury* which 
keeps its balances with the Bank of England. By experi- 
ence it has been found that the official year should open 
normally with a balance of Rs. 18 crores in India and £ 4 
million in England. Under agreements with the Presidency 
Banks, Government is bound to keep certain amounts of 
its balances free of interest at their head offices, and in 
practice, it leaves with them larger balances than these 
fixed amounts. What amount each treasury should hold, 
has been fixed by experience and the surplus balances are 
kept in the three ‘ Reserve Treasuries’ in Calcutta, Bom- 
bay and Madras? to be drawn upon when required. The 
following table shows how the Indian balances have been 
distributed : — 


1 Ie the Uoited Provinces there are 49 treasuries, 40 in Burma, 30 
in Bombay, 29 in the Punjab, 27 in Bengal, 25 in Madras, 2E in the 
Central Provinces, 20 in Behar and Orissa, 13 in Assam, and 13 mainly 
in Indian States, e. political. These ‘political’ treasuries do not have 
the usual finnctuations that ara due to different seasons of revenue 
collections. Of the total number of treasuries 46 per cent, aie medium, 
38 per cent, small and 16 per cent, large.” — Q-. Findlay Shirras ; Indian 
Finance and Banking, page 311. 
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In lakhs of Rupees 
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It was contended that by locking up orores of rupees 
in its treasuries the Government caused, in the busy 
season, a scarcity of money, and a regular system under 
which loans might be made to the Presidency tBanks 
during the time of monetary stringency, has be^ sug- 
gested. Government has granted such assistance from 
time to time, but it was naturally reluctant to develop it 
into a regular system which it would be bound to follow. 
The creation of special Reserve Treasuries was forced upon 
Government by the inability of the Bank of Bombay to 
meet its demand for money deposited with the Bank under 
an agreement of 1866 and for guarding against such 
dangerous contingencies in the future, Government decided 
to keep with the Presidency Banks only certain fixed 
amounts and to hold the surplus in the Reserve Treasuries 
established at Catcutta in 1876 and at Bombay and Madras 
three years later. 

This system which locked up and withheld from the 
market large sums of money, causing the bank rate to 
mount up, has been a long-standing grievance of the banks 
and financiers in India. And the public feeling of 
discontent was accentuated by the fact that during 

the five years 190843, Government balances soared 
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unusually high, and the Secretary of State haying 
withdrawn^ a large portion of them, lent them to approved 
borrowers or deposited them with banks in London* So 
far as the question of a high bank rate in India and the 
reserve treasury system of Government is concerned, we 
do not think that having at their disposal crores of public 
deposits kept with them by Government, the Presidency 
Banks could reasonably complain against the reserve 
treasury system which was intended to provide a financial 
safeguard, though we do not understand why Indian funds 
should be transferred to and’ lent in England and should 
not be placed at the disposal of trade in this country. 

178. GovetnMent’s Policy. — In two Notes which 
he wrote as far back as 1888 and 1899. on this subject, Sir 
James Westland put up a strong defence in favour of the 
existing system. He pointed out that there was no analogy 
in that connection between the position in England and that 
in India. In England, the diminution of the balance in the 
Bank of England by the whole amount it holds at the cre- 
dit of the Exchequer, would be a small tax upon the whole 
banking balance of the place ; and secondly, ‘‘ the nexus 
between the Bank of England and the general available 
cash of the country is infinitely closer than that which 
exists in the case of the Presidency Banks. 

Now that banking is progressing rapidly in this 
country, the Presidency and other banks must stand on 
their own legs and not look up to Government for assist- 
ance every time. The fluctuations in the bank rate 
between the busy and the dull season are, no doubt, great, 


1 The baUmces for 

the years 1908—1913, 

were as follows 

: — 
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’2 See Appendix II to Chamberlain Commisaion's Report, 
48 
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but Government have to conserve their resources in view 
of demands likely to be made upon their balances, and 
can not be expected to place them at the disposal of banks. 
It is true that on account of the prevalence of the reserve 
treasury system, the reserves of the country are placed in 
two water-tight compartments and cannot be fully utlized 
to the serious inconvenience of trade. The real solu- 
tion of the problem, however, lies in the establishment 
of a State Bank which will stand to the Government of 
India in the same relation as the Bank of England does to 
the British Government. The Government of India have 
held the view they laid down in a letter written to the 
Secretary of State in 1900, viz.: — “ Regarding the general 
danger involved in the financing of trade by the Govern- 
ment we have before us the words of Lord Salisbury’s Des* 
patch of 6th May 1875, that ‘capital supplied by Govern- 
ment, and not representing the savings of the community, 
is a resource on whose permanence no reliance can be 
placed, and which therefore tends to lead the trade into 
dangerous commitments.* The warning conveyed in those 
words still holds good. The Presidency Banks have ex- 
cellent reserves, it may readily be admitted. But those 
reserves could not, in the peculiar circumstances of India, 
be suddenly converted into cash, and it seems, therefore, 
undesirable that the account of one depositor, and that 
one, a Government exposed, as the Government of India 
is, in a most unusual degree, to sudden calls and emergen- 
cies, should occupy a position of such dangerous impor- 
tance.*’^ 

In taking a review of his financial stewardship, Sir 
William Meyer observed in the Viceregal Council that 
one of the problems he had wished to tackle, had reference 
to the periodical money stringency which is a characteris- 
tic of the busy trade months of the year in India. As the 
policy of Government of locking up funds in its treasuries 
had been subjected to strong adverse criticism, the Secre- 
tary of State’s assent was obtained to a modification there- 
of and it was decided to make loans to the Presidency 


1 Appendix I to the Chamberlain Commission's Report. 
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Banks in times of stringency. Sir William had io face a 
difficult situation of financial strain caused by the war 
and he found it beneficial to deal liberally with the Presi- 
dency Banks by keeping with them larger balances, ieaY- 
ing on deposit, till actually required, the proceeds of 
public loans and avoiding the lock up of funds in the 
reserve treasuries.^ 

The change of policy necessitated by the exigencies 
of the war; particularly the necessity to keep larger 
balances with the Presidency Banks for facilitating public 
investment in the loans floated by Government, is reflected 
in the following tabled which shows the percentage share 
of the treasuries and the Banks in the balances. — 


Percentage Share of Government Balances, 



1 

No, on Pre-war 1 
March average, j 
31,1919. 1910-14. j 

1 

War 

average, 

1915-19 
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37 
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28 
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3 

'9 

29 

45 
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42 
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16 

13 
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3 

35 
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14 
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But this does not solve the problem of periodical 
monetary stringency and of the lock up of funds in reserve 
treasuries, because in view of emergencies Government 

1 Speech made in presenting the Einancia! Statement for 1918-19. 
t G. Findlay Shirras . Indian Finance and Banking, page 810. 
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feels it desirable to maintain its own reserve and cannot 
rely upon the Presidency and other banks. We may 
expect the State Bank, when it comes into being, and the 
system of treasury bills tried during the war, to render 
the reserve treasuries superfluous and wasteful 

IT9« Savings Banks.— Post Office Savings Banks 
have always provided people of the middle class with the 
convenience of a secure means of depositing their small 
savings, and they have been availed of by all those who 
. did not care to speculate and run after higher rates of 
interest and dividend at the risk to the safety of their 
money. “In 1833 with the failure of the commercial 
houses of Calcutta, a Government Savings Bank was form- 
ed to afford to Europeans and Indians alike a means of 
investing their savings apart from the uncertain influences 
of commerce. Until 1882-83 the business of the Govern- 
ment Savings Bank was conducted by the Presidency 
Banks in Calcutta, Bombay and Madras and by Govern- 
ment treasuries elsewhere. The Post Office took over the 
management of them from that date and in the first year 
of the existence of a Savings Bank under the control of the 
Post Office, a great change was manifest and Government 
had actually to take measures to prevent a too rapid in- 
crease in deposits. In 1911 the deposits, inclusive of 
interest, amounted to 17 crores, of which 15| crores belonged 
to Indians.”^ 

The deposits in the Post Office Savings Banks form 
the unfunded debt of the Government of India and are 
used by it for capital expenditure. Government is a big 
banker and it borrows and lends money. Its general 

1 Findlay Sbirras. ** Government Savings banks were establishedf 
in the Presidency towns between 1833 and 1835. That in Calcutta was 
founded in 1833 after the bank failures of 1832. In 1870 district sav- 
ings banks were instituted in connection with selected district treasuries. 
The Post office Savings Banks, opened in all parts of India in 1882 and 
1883, absorbed the district savings banks’ business in 1886 and that of 
^the Presidency Savings Banks in 1896”— Indian Finance and Banking, 
page 386. 



SAYINGS BANKS, 


381 


balances are the source from wliich depositors are paid 
when they want to withdraw their money, and on the out- 
break of the War there were heavy withdrawals which 
were all met from the balances. In 1914, Government 
offered certain additional facilities to depositors by raising 
the limit of the amount of their annual and total deposits 
as well as by helping their investment in Government secu- 
rities. These facilities drew large deposits from the public, 
their total amount reaching 33 crores of rupees in 1914. 


The following are some important figures in connec- 
tion with Post Office Savings Banks: — 


Year. 

Ko. of 
Depositors. 

Deposits 
(inclusive 
of interest; 

With- 

drawals. 

Balance of 
Deposits (in- 
clusive of 
interest). 
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Es. (l,000)iEs. (1,000) 
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1900-01 

816 ^ 

3,90,65 

3,50,97 

10,04,33 

1905-06 

1,116 

5,50,06 

4,91,50 

19,99,26 

. 1907-08 

1,262 

5,94,83 

5,53,39 

15,18,14 

1909.10 

1,379 

6,00,21 

5,36,90 

15,86,72 

1911-12 

1,501 

j 

8,78,70 

6,80,72 

18,89,85 

1913-14 

1,639 

11,60,37 1 

9,04,76 

23.16,75 

1914-15 

1,644 

9,60,62 

17,88,11 

14,89,29 

1915-16 

1,660 

8,16,32 

7,73,46 

15,32,12 

1916-17 

1,647 

9,38,20 ‘ 

8,10,79 

16,56,93 

1917-18 1 

1,638 1 

10,16,69 

10,17,76 

16,58,46 

1918-19 1 

1,677 ; 

13,45,15 ! 

! 

11,21,17 

18,82,44 


The normal growth of the deposits in the Post Office 
Savings Banks was arrested by the set-back received by 
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them on the outbreak of the War. The check was, how- 
e¥er, only temporary, and if the amount of the deposits 
has not returned to the pre-war level, the cause is to be 
sought in the withdrawals by people for investment in war 
loans and the more attractive rates of interest offered by 
Government securities. The failure of joint stock banks 
in 1913, diverted the flow of money from them to the Postal 
Banks as Swadeshi banks had formerly attracted the sav- 
ings of the middle class to themselves by their more attrac- 
tive rates of interest. These tendencies will be found 
clearly reflected in the figures given in the table above. 

The Presidency and joint stock banks baY| savings 
departments attached to them, and here there m an un* 
limited field which must be properly exploited Small 
savings of the people must be collected to finance trade 
and industries and thus to promote the economic develop- 
ment of the country. Co-operative societies are now 
tapping this source, as we shall show in the next 
Chapter; and the general policy which Government has 
followed since the outbreak of the War in the matter of 
finance, will go a long way in teaching the people the 
habit of saving and lending. A special Post Office branch 
is tacked on to the public loans and contributions are re-" 
ceived through the Post Office. The first attempt yielded 
about half a crore; and the cash certificates offered in the 
War Loan as also the opportunity given to contribute to 
other securities through the Post Office, was a step in the 
right direction.^ 


1 “We have further opened up new borrowing sources, and I refer 
here speually to the postal section of the last three loans and to the cash 
ueitificates. The former method of utilising the Post Office to get into 
loach with the small investor was introduced for the Srst time In 1915-16 
when it gave us million ; while in 1916-17 it yielded a little less. 
But this year the postal section of the War Loan produced nearly .£ 3 
million, a larger sum than we raised by ordinary methods in any year 
between 1907-08 and 1913-14; while the cash certificates will have given 
m in this first year of their issue about £ 6| million (gross), a result 
c-steeding those of any of our public loans before the present year.’^*— 
speech of Sir William Meyer in introducing the Financial Statement 
for 1918-19. 
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ISO# State Bailk«— The question of starting in 
India, a central or a State Bank on the lines of the Bank 
of France or the Reiohsbank, has been under discussion for 
several years. In India, the note issue is a monopoly of 
the State while in other countries it is a right conferred 
upon one central Bank, or upon a few banks on certain 
conditions. The Government, therefore, has to perform 
here many functions which ordinarily fall within the 
province of a bank. The State has its reserve treasuries 
and ordinary treasuries, supplies the currency required for 
the movement of crops at different times and in different 
provinces, keeps its gold standard and currency reserves, 
meets Council bills and sells sterling drafts, borrows here 
and in England, and lends to approved borrowers, municipal 
and local bodies and cultivators, out of its surplus balances. 
The relation of all these transactions and the ordinary 
transactions of the money market, must be very intimate, 
and it is maintained through the agency of the Presidency 
Banks. But it is felt that in the interests of trade and of 
the general public, it would be much better if Government 
transferred these functions to an independent bank, of 
course, carrying on its business, more or less, under State 
supervision and control. 

A scheme for the amalgamation of the three Presi- 
dency Banks into such a Central Bank, was formulated 
so far ago as in the year 1867, but nothing further was 
done and the question formed the subject of discussion 
again in 1899 and 1900. Both the Secretary of State and 
the Government of India were favourably inclined to the 
idea, but it was temporarily abandoned as it was thought 
that the time was not propitious, and ‘ provincial and 
personal jealousies * were also a cause of the abandonment 
of the scheme. It was revived thirteen yehrs later and 
came up for consideration before the Chamberlain Com- 
mission. But the Commission declined to express any 
definite views on it and to make any recommendations 
about it in the absence of sufficient material and an 
opportunity for adequate discussion. Mr. J. M. Keynes, 
one of its members, however, drew up an exohaustive Kote 
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dealing with the proposed Central Bank and attempted 
to show how such a Bank was not only desirable but 
also perfectly feasible. He has given an outline of the 
constitution and functions of an Indian State Bank and 
discussed arguments in favour of and against it. 

Expert opinion on the question has been divided. 
Some do not think that the one bank, howeveir large it may- 
be, will be able to satisfy the needs of such a continent 
as India, and they would like the three Presidency Banks 
to continue. They feel that what is wanted is only a suit- 
able adjustment of the existing machinery to the growing 
requirements of the country. They apprehend a danger 
in this ‘ placing all the eggs in one basket ’ and are not 
sure that the position of Government will be improved 
with a central bank rather than without one. What is 
wanted, they urge, is not a concentration of banking but 
more Indian banks conducted by Indians.^ There is some 
force in this view, but we do not disfavour the idea of a 
Central Bank provided the interests of the public are pro- 
perly safeguarded and the economic development .of the 
country is promoted thereby. 

In fact, the need of a large central State Bank is 
being more keenly felt every day. With the expansion 
of the paper currency and of the foreign and internal 
trade of the country, the importance of properly organi- 
zing India’s financial strength has become very great. 
The Gold Standard and Paper Currency Eeserves have 
grown enormously and have been invested in London. 
The time has, therefore, come when a large State Bank 
must be started in India either by the amalgamation of 
the Presidency Banks or independently of them* The 
State Bank will in no way retard the development of the 
ordinary banks ; on the contrary, the position of such 
banks will be more secure with a central bank to support 
them. There is enough capital in India to finance such 
a bank ; and through its branches it will keep in touch 
with the trade of the different provinces. It will likewise 


1 See WebPs ‘‘Advance India.*’ 



THE AMALGAMATION OF PRESIDENCY BANKS 385 


take up exchange business and many of the difficuUies 
which Government experiences in this connection, under 
existing conditions, will disappear. 

181. The Hmalgamation of Presidency Banks — 
Almost ail the projects formulated for a State Bank in 
India, have taken the amalgamation of the Presidency 
Banks as the basis of their constitution, and the scheme 
suggested by Prof. Keynes also was founded upon the 
same idea. The extent of the transactions of the Presi- 
dency Banks, the experience they have accumulated and 
the business relations they have established, rendered it 
impossible to keep them out of a scheme of a central bai k 
for India and to establish a large national banking insti- 
tution over their heads. And in fact, it was the difficulty 
of their coming to an agreement among themselves, with 
regard to amalgamation, that had stood in the way of the 
formation of a central bank. The Bank of England and 
the Bank of France are ordinary joint stock concerns, 
standing in special relation to the Governments of those 
countries, and the Presidency Banks combined into a new 
central bank, could occupy the same position with respect 
to the Government of India. 

One objection raised against the amalgamation of the 
Presidency Banks into a ^‘Central Bank* as distin- 
guished form a * State Bank’, was that, being mainly under 
European control, the proposed Bank, though benefiting 
by larger amounts of public money placed at its disposal, 
was not calculated to serve the interests of Indian mer- 
chants. The example of the Bank of Madras was cited to 
show how not a single Indian had'been able to get on the 
board of directors of the Bank though its dealings with 
Indians have been large. Latterly an Indian ha'> been put 
upon the Board of the Madras Bank and the long-standing 
Indian-complaint has been met. Public opinion is naturally 
distrustful in matters where Indian interests are likely to 
be sacrificed and this distrust is not without foundation. 
The Industrial Commission found it necessary to refer to 
the difficulty experien6ed by Indian industrialists in secur- 
ing accommodatiioii from the Presidency Banks ; and it is 
not a groundless fear that under the management of the 
49 
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central board and the provincial boards of the Central Bank, 
on which Indian interests would not be properly repre- 
sented, the latter are not likely to be adequately looked 
after and promoted. 

Then again, the amalgamated Bank is to leave the 
field of foreign exchange business to the Exchange Banks 
though it will take up the remittance business on behalf 
of the Secretary of State and will have access to the Lon- 
don market The powerful Exchange Banks have always 
resisted the encroachment of the Presidency Banks on 
their preserve and their monopoly is going to be preserved. 
The note issue will, for the present, not be transferred to 
the central bank which will^ however, secure the reserve 
treasury and other balances of Government The scheme 
has, therefore, been criticised as a half-hearted measure, 
not calculated to subserve public interests as a State Bank 
is expected to do. 

182* The Scheme. — The boards of directors of the 
three Presideney Bank,s submitted the sch^e of amal- 
gamation and the eonstitution of an Imperial Bank to 
their shareholders and obtained their sanction to the 
scleme early in 1920 in view of the necessary legislation 
that was proposed to be undertaken at the March session 
of the Supreme Council. But the introduction of the 
measure had to be postponed on account of the demand of 
members for time for the consideration of the important 
issues raised by it. The Presidency Banks pressed upon 
their shareholders the urgency of amalgamation on the 
ground that post-war economic developments rendered it 
imperatively necessary. The directors maintained that 
failure to take advantage of the present opportunity to 
meet the undoubted public desire by amalgamating the 
three Presidency Banks in an Imperial Bank of India 
might result in Government being forced to establish a 
State Bank on purely oflSeial lines and to withdraw their 
connection with the three Presidency Banks/* They also 
emphasised the danger of foreign banks obtaining a voice 
in the monetary affairs in India to the detrime-nt of both 
Indian and British 'interests if the Presidency Banks did 



THE SCHEME. 387 

not rise to the height of their opportunity and allowed the 
Indian field to be occupied by them. 

Excepting the management of note issue, and therefore, 
of the Currency Beserve, of the Gold Standard Eeserve 
and of the coinage of rupees, the Central Bank was to 
transact all the banking functions of Government who 
would place all state balances at its disposal. It was not 
to compete with the regular Exchange Banks, but would 
nevertheless have facilities for rediscounting bills of ex- 
change relative to Indian trade drawn in rupees or in 
sterling. The Bank’s London Office would prove of 
material help to its constituents in the matter of remittance 
and investments in London as well as the promotion o" 
their commercial and other interests there. The Public Debt 
work would remain in the hands of the Bank and would 
be decentralised instead of its being centralized at Calcutta 
under existing arrangements. 

A central board, having under it local boards at the 
three Presidency towns, would be the governing body of 
the Imperial Bank and would consist of a general mana- 
ger or two general managers, the Controller of Currency 
and the President and Vice-President of each local board 
and the secretaries and treasurers of the local boards, the 
latter having no voting power. The functions of the 
Central Board would be to deal with matters of general 
policy and it would have general power of control over 
the local boards. It would also determine the distribution 
of funds and the fixation of the Bank Rate and would be 
responsible for the publication of the Bankas weekly state- 
ments. The local boards would retain their existing 
constitution and would deal with the ordinary day to cay 
business in their respective territories and new locSl 
boards may be formed at other centres in the near future. 
The Bank would undertake to start one hundred new 
branches in the course of five years from its establishment 
so as to develop Indian banking and to afford the public 
opportunities for investment. 

183* ©Htlioe of the Scheme. — The outline of the 
proposed scheme of amalgamation was as follows : — The 
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total authorised capital with the reserve fund of the- 
Imperial Bank of India will be Rs. 15,00,00.000, of which, 
the authorised share capital will consist of 225,000 
shares of Rs. 500 each representing Rs. 11,26,00,000 
and the reserve fund Rs. 3,75,00,000. At the present time 
the fully paid up shares of the three Presidency banks are- 
as follows ; — 

* Rs. 

Bank of Bengal, 40,000 shares of 

Rs. 500 each ••• 2,00,00,000 

Bank of Bombay, 20,000 shares of 

Rs. 500 each — 1,00,00,000 

Bank of Madras, 15,000 shares of 

Rs. 500 each - 75,00,000 

Total - 3,75,00,000 

It is proposed that tbe paid up capital of the Imperial 
Bank shall be Rs. 5,62,50,000 and that the reserve fund 
shall be increased to Rs. 3,75,00,000. 

To effect this 

The Bank of Bengal has to contribute 

share capital ••• 3,00,00,000 

Reserve ... 2.00,00,000 


The Bank of Bombay ■: 

bute share capital 
Reserve 

The Bank of Madras 
bute share capital 
Reserve 


Total ... 5,00,00,000 

to contri* 

... 1,50,00,000 

... 1 , 00 , 00,000 

Total ... 2,50,00,000 
to contri- 

... 1,12,50,000 

75,00,000 

Total ... 1,87,50,000 


Grand Total ... 9,37,50,000 
Por this purpose 150,000 new shares of the nominal 
value of Rs. 500 each will be issued by the Imperial Bank 
of India on which the sum of Rs. 125 will be payable. Out 

ofthistotalissue, 80,000 shares will be alloted at par to 
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the registered shareholders of the Bank of Bengal, 40,000 
shares will be alloted at par to the registered shareholders 
of the Bank of Bombay, and 30,000 shares to the registered 
shareholders of the Bank of Madras at the price of Rs. 225 
per share. The result of this will be that each share^ 
holder in the Bank of Bengal will exchange his present 
holding of shares for an equivalent number of fully paid 
shares in the Imperial Bank and, in addition, will receive 
two new shares at par of the Imperial Bank for every 
share so exchanged, on vhioh latter new shares Rs. 125 
will be immediately called up and payable ; shareholders 
of the Bank of Bombay will make a similar exchange and 
receive a like allotment and the share holders in the 1 ank 
of Madras will also exchange on the same terms and 
receive a like proportion of shares of Rs. 125 called up at 
the price of Rs. 225 per share. All future calls on the partly 
paid shares of the Imperial Bank will be payable at par. 

184. India’s Banking Needs : — ^After the des- 
cription we have given so far of the condition of banking 
in India, it is not necessary to repeat that the need of 
expansion in this connection is urgent. With respect to 
banking fac lities and the amounts handled by banks, 
there is no comparison between the position of India and 
that of western countries. That there is a growing ten- 
dency among the people towards banking their savings, and 
depositing them with the indigenous bankers or with joint 
stock and other banks, cannot be doubted. But the use of 
cheques is restricted to large commercial centres and is rare 
outside Presidency towns and cities. The total aggregate 
deposits of British banks, exclusiva of the Bank of England^ 
at the end of 1915 were £ 1,271,000,000, and including the 
Bank of England, £ 1,433,000,000. At the end*of 1914, the cor- 
responding amounts were £ 1,167,000,000 and £ 1,322,000,000, 
while at the end of 1913, the deposits and current accounts 
of the joint stock and private banks were £ gl, 070, 000, 000 
and if the deposits of the Bank of England are included, 
£ 1,420,000,000. Several English banks have, each of them, 
deposits twice or thrice as large as the total deposits of 
all the Indian banks put together! The increase during 
the last two years in the current and deposit accounts has 
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been phenomenal, as may be seen from the following table. 
The deposits of the Bank of England amounting to about 
£ 200 million in 1919-20, are not included. 


Current and Deposit Accounts. 


T 

1 

i 

i 

1 


P. C of 
Liabili- 
1 ties. 

1 

i9i9-20. 

1 

P C. otj 

Liaoili- Increase, 

ties. 1 

r 

t 

i 

En g 1 i s hi 

Mill£ 


Mill. £ 

1 1 Mill. £ 

i 

O/c 

Joint Stock. 

loS3'4 

90 9 

1874 1 

87 9 ] + 290 7 

1S-3 

Private 
Scotland ...j 

51-2 

91-6 1 

56 2 

2‘ij9 j +4‘9 

97 

232-0 

81-1 ! 

- 259-6 

81-2 +37-5 

16-9 

Ireland ...! 

1-31 '6 

74-9 ! 

166-2 

79 2 I +34'6 

1 , 

26 4 

Total .. ! 

1988-3 

88-5 i 

2356-2 

86-2 ! + 367-9 

i 18-5 


While the deposit per head of the population in Eng- 
land is about Rs. 500, the corresponding amount in India 
can not be put at a higher figure than Rs. 5. The follow- 
ing tables will be found instructive : — 


Population of areas served by the Presidency Banks 
and the per capita deposit in each Bank. 


N'lme of 
Bffcnk 


Areas seized by the Bank 
(Head c'^ce and bi anches). 


Total popu-! Total 
lation ot | pi ivate 
, the area at ! deposits in 
I last ! the Bank 

census, i in I9i8. 


Deposit 
per head 
of popu- 
lation. 


Bank of Bengal, Burma, Assam, 
Bengal Bihar and Orissa, Central 
Provinces, United Pro- 
vinces, Punjab, Delhi, 
North-West FrontierPro-, 
ivinces, and the Hydera-I 
[bad State- I 

Bombay Presidency in- 
^ eluding Sind, Berar, In- 
dore, and Baluchistan. 
Bank of Madras Presidency and 
Madras Mysore. 


Bank of 
Bombay 


(i,000) 

206/388 


Rs. 

( 1 , 000 ) 

23,92,99 


Rs. 

M6 


33,136 


52,023 


17,49,8 > 


9,34,91 


5-15 


1*83 


1 The figures refer to census of 1911 and include the population of 
Native States situated within provincial boundaries 
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Yeai. 

Presidency 

Banks 

and 

Branches. 

E -cchange 
Banks 
(Deposits in 
India only) ' 

Indian 

[oint-St:oi;L 

Barks, 

, Total. 


Rs. 

(1,000) 

Rs. 

(1,000) 

Es, 

(LOGO) 

1 

! Es 

' (i,odo-) 

Thirty years ago (1888) 

9,77,12 

4,16,60 

1.14,88 

15.08,58 

Twenty years ago(1898) 15,92,10 

1 

10,15,31 

5,38,19 

31,45,60 

Ten years ago (1906) 

30,52,93 

18,08,73 

11,55,49 

60,17,15 

1907 

31,47,04 

19,17,01 

11.00,29 

64j64,34 

1908 

31,87,32 

19,51,52 

16,26,09 

67,64,93 

1909 

35,84,79 

20,27,42 

20,49,10 

76.61,31 

1910 

36,58,01 

24,79,17 

i 25,65.85 

87.03,03 

1911 

38,58,29 

28,16,90; 

25,29,11' 

92,04,30 

1912 

40,11,48 

29,53,62 

i27,25,9S 

j 

' 96,91.08 

1913 

42,37,16 

31,03,54 

24,10.34 

97,51.04 

1914 

45,65,60 

30,14,76 

18,37,12 

i 94,17,48 

1915 

1916 

43,49,96 33,54,56 

1 

il3,7S €4 

i 

' 95.83,06 

49,91,45 

38,03,88125,72,28 1,13,67,51 

1917 

75,43,02 

53,37,53 

32.16,21 

1,60,96,76 

1918 

59,62,03 

61,26,33 

42,14,83 

1,63,03,19 


CHAPTER Xm. 


The Go-operative Movement. 

EEPEBENOES. 

Heney WOLJfF: Feopie’s Banks ; and Co-operation in India; Indian 
Co-operacive Studies, edited by Mr. R. B. EwbaDk;Mr. Caird’s Report on 
the Economic Condition of India; Reports of the Famine Commissions ; 
Report of the Deccan Riots Commission ; Correspondence respecting 
Agricultural Banks in India; F. A. ISFicholson: Report regarding the 
inssitncion of Land and Agricultural Banks in the Madras Presidency, 
]S95; Report of the Committee on the establishment of Co-operative 
Credit Societies in India; J. R. CahiiI: Report on Agricultural Credit 
and “ gneiiltural Co-operation in Germany; Provincial Reports on Co- 
operative Societies in India ; Government of India’s Resolution oi 1914 
on Co-operation; Maclagan Committee’s Report on Co-operation, 
Annual Statements showing progress of the Co-operative Movement 
In India. 

185. Principle of eo-operatioB.— Competition, 
specialization and concentration are three chief features 
which chaiaoterise the modern organisation of industry. 
They have led to production of wealth upon a vast scale, 
to increased efficiency, to reduction in cost of production 
and to the cheapening of products. The advantages of the 
new system are undeniable. But it has brought in its 
train a number of evils and it is not an unmixed good. 
Thus competition leads to deterioration in quality and en- 
tails hardship upon the weak and the backward ; speciali- 
sation tends to turn the human being into a wealth-pro- 
ducing machine; and concentration creates a powerful class 
of capitalists and employers. The disadvantages of the 
factory system are patent and an effort is being made to 
remove and minimise them in various ways. One of the 
ways of achieving this end is co-operation. 

There is co-operation of a sort in all departments of 
life and even in modern industrial organization ; and it is 
also not incompatible with competition* . Employers and 
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workmen co-operate, and no wealth can be produced with- 
out the co-operation of the agents of production- Man and 
the family were self sufficient in undeveloped communi- 
ties* Inter-dependence and co-operation amon^r men and 
nations is the cause and the effect of progress. But co-ope- 
ration technically means quite a different thing and we 
are here concerned with that meaning. It signifies a com- 
bination of people having the same interests for the attain- 
ment of their common ends and it is the negation of 
conflict and of competition under which men strive to take 
advantage of the weakness and helplessness of one an- 
other.’ 

The principal object of co-operation, therefore, is to 
eliminate the middleman, the employer, and the capitalist 
Workmen and consumers form themselves into groups 
and create a power by means of combination which, .as 
individuals, they do not possess. The profits which are 
taken away by the middleman, the capitalist and the em- 
ployer, can then be divided among the members of the 
groups ; and they rejoice in a sense of independence. Some 
enthusiasts have unbounded faith in the principle of co- 
operation which, they think, will characterise and 
ought to characterise the economic organization of the 
future as it will remove many of the evils associated with 
the existing regime. They see in co-operation an economic 
and even a moral force of great potentiality which will 
prove the salvation of modern society. 


1 “Co-operation in its technical sense, however, means the abandon- 
ment of competition in distribution and in production. In distributive 
co-operation, the customers who are members of the co-operative socie- 
ties select one of themselves as manager of the store and share any 
resulting profiU As they are expected to make no purchase elsewhere, 
there is no competition. Such co-operative stores are found principally 
'in Great Britain. ^ They have never donrisbed in America because they 
have been unable to supply the commodities as cheaply as the great 
departmental stores. In productive co-operation the object is to eli. 
minate the capitalist and to remove competition between the workmen- 
The labourers elect one or more of their number to control the enterpiise, 
and divide among themselves the gains.’’ — Seligman; Principles of 
Economics. 

50 
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186. advantages of eoa^operation.— Take co- 
operation for purchase and sale as an example. The agri- 
culturist; or craftsman who wants to buy seed and manure 
or raw material, is at the mercy of the money-lender who 
is seller and capitalist rolled into one. The agriculturist 
or craftsman has no choice in the matter of quality and 
price and has to submit meekly to the terms of the moneys 
lender. If a number of agriculturists or craftsmen, how- 
ever, combine for the purpose of purchase, they can buy 
on better terms, as regards quality and price. Similarly 
in the matter of sale. Societies formed for this purpose, 
can wait till they obtain better prices for the goods to be 
sold, and the producers need not offer their produce for 
what it will fetch. When the cultivator is in need of 
money he is content with any price the merchant, who is 
often his creditor, will give him, but a co‘-operative so- 
ciety will make advances to its members and will try to 
secure for them the best prices obtainable. 

An individual who wants capital for the ordinary 
conduct of his business, has not much credit, and the 
money-lender, therefore, charges him a high rate of in- 
terest. He has no security to give and the common bank 
c innot deal with small men like him. A society of such 
individuals, however, may command, on the joint security 
of its members, better credit in the market and by orga- 
nization and self-help, they may capitalise their honesty. 
When the element of risk is eliminated from the amount 
charged for loans, the rate of interest naturally goes lower 
and the debtors benefit to the extent of the margin. 

A desire to eliminate the middlemen and to be self- 
reliant, teaches thrift and men learn to lay by and create 
capital. In co-operation the moral gain is as great as the 
material, and it elevates the masses by making them res- 
pect themselves. The advantages claimed *for co-opera- 
^ tion may appear to be exaggerated, but where the prin- 
ciple has been properly imbibed, the benefit is real and 
lasting. We are told that as an effect of co-operation? 
**the idle man becomes industrious, the spendthrift thrifty, 
the drunkard reforms his ways and becomes sober, the 
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haunter of taverns forsakes the inn, the illiterate, though a 
grandfather, learns to read and write. It sounds like a 
tale from wonderland, yet it is all sober fact/* ' 

The Maolagan Committee on co-operation sums up its 
nature and benefits in the following words : — “ The theory 
of co-operation is briefly that an isolated and powerless 
individual can, by association with others and by moral 
development and mutual support, obtain in his own degree 
the material advantages available to wealthy or powerful 
persons, and thereby develop himself to the fullest extent 
of his natural abilities. By the union of forces material 
advancement is secured, and by united action, self-reliance 
is fostered, and it is from the interaction of these in- 
fluences that it is hoped to attain the effective realization 
of the higher and more prosperous standard of life which 
has been characterized as “ better business, better farming 
and better living’.” ^ 

The progress made by the co-operative movement in 
India during the short space of a few years, has been 
characterized as ‘ phenomenal.’ Co-operation in India is 
mainly directed towards the supply of cheap credit- The 
number of societies formed for the purpose of sale, pur- 
chase or production, is comparatively very small. The 
movement is going forward by leaps and bounds and the 
number of societies in the whole of India had^ by 1918, 
increased to '26,483, the number of members to 10,55,244, 
and the working capital to Rs. 14,40,01,000 Compared 
with Germany and Italy, these figures are^ certainly low, 
but the movement in India is only a few years old, and 
the progress made in the first stage of its development, 
has been unequalled in any other country. 

187. The Problem in India — The co-operative 
movement in India owes its inception to the failure of the 
attempts made by Government for more than a generation 
to cope with the serious problem of the deep-seated pove.- 
ty and growing indebtedness of the cultivators who con^ 
stituted the bulk of the population. (1) With the estab- 

1 Henry W. Wolff : People’s Banka. 

2 Maclagan Committee’s Report, pag^2- 
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iishment of peace and orderly government under British 
rule, the population of the country steadily increased* (2) 
The new form of revenue, judicial and police "administra* 
jtion, as also the economic evolution which went^on slowly 
but surely in the country^ disorganized the old social and 
industrial system fS) The new laws and the systematic 
execution of the decrees of courts altered the relations 
between debtors and creditors to the disadvantage of the 
former and strengthened the position of the latter.^ (4) 
The rigidity of the system of land revenue collection and 
the facility with which lands could be mortgaged to sow- 
kars, drove the rayat deeper and deeper into the mire of 
indebtedness. (5) The growing dependence of the people 
on agriculture as the means of subsistence, which arose 
out of the decay of indigenous industries, intensified this 
evil. (6} T le exhaustion of the soil went on apace, and 
no capital could be put into it if the land remained in the 
hands of the rayat, and farming could not be efficient if 
it passed into the hands of the money-lender. (7) Perio- 
dical droughts and faniines caused enormous losses and 
grave misery to the cultivators and rendered them more 
resourceless and dependent. (8) The ignorance and the 
conservatism of the mass of the population combined with 
a lack of thrift and saving habits and facilities, made the 
situation worse. (9) And a kind of material and moral 
depression seemed to brood over the mass of population ; 
and to diagnose and find remedies for the disease became 
the most urgent problem that confronted the people and 
the State. 

This is the impression which is left on one’s mind by 
a perusal of the reports of committees and oomrnissions 
which have investigated the problem of Indian famines, 
the rayat’s indebtedness and poverty and the nature and 
effects of the system of land revenue prevalent in the 
country. For thirty*-five years before the passing of the 
Co-operative Societies Act of 1904, Government considered 


1 rii© pressure on the means of ‘subsistence is rendered more 
severe by the moral disorganization produced by laws ajBEecting property 
and debt, not adapted to the condition of the people.” — James Cuird. 
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the problem from time to time, and tried a number of pal- 
liatives, all of which have been pronounced as failures. 
It granted takavi advances to cultivators, passed Agricul” 
tural Loans and Land Improvement Acts, moderated the 
rigour of the law in favour of the agricultural debtor, and 
sought to restrict the power of the latter of alienating his 
land. But these remedies did not go to the root of the 
disease and consequently there was no improvement 
Eecurrent famine and scarcity focussed attention upon 
the evil and rules were made for mitigating the rigour of 
the collection of land revenue. At last co-operation came 
to be regarded as the sovereign remedy, and in 1904 an Act 
was passed launching the movement into existence. 

188. Failure of Early Efforts.-A system of ad- 
vances to agriculturists from the treasury of the State had 
been in vogue from the commencement of British rule in 
India and the various regulations connected therewith 
were consolidated by Act 26 of ISTl amended by Act 21 of 
1876. The object of this Act was to define the pur- 
poses for which it was held to be legitimate to place a 
charge on the land, as security for the repayment of ad- 
vances made by the State, to enable improvements to be 
carried out, and to give the Government a preferable claim 
on the land for such repayment/^^ 

After eleven years’ experience, it was universally ad'- 
mitted that the Act was a failure. The defects in the Ac* 
which were responsible for the failure, were sought to be 
remedied by Act 19 of 1883, the Land -Improve ment Loans 
Act, and an endeavour was also made to encourage the 
application of private capital to land. This act was fol- 
lowed nqxt year by the Agriculturists’ Loans Act (12 of 
1884). “ Under the former Act, money is advanced for 
specific purposes of land improvement, and under the 
latter, for seed, cattle, and other miscellaneous agriciii- 
tural purposes. But the objects of the two Acts are closely 
connected, for it will often be the case that in order to 
make efficient use of his improvement the cultivator will 


1 Furaine Comniisaion’s Report, 1880. 
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find it necessary to provide himself with cattle and^ ma- 
nure, well-gearing and the like, if not with seed/’^ 

It is not necessary to refer in this place to the views 
expressed by the Deccan Riots Commission in 1876 or to 
the Deccan Agriculturists Relief Act passed in 1879 which 
created a special machinery for inquiring into and adjust- 
ing disputes between money-lenders and cultivators and 
empowered courts to go behind the contract between the 
two, to out down interest to reasonable proportions and to 
allow the debtor to pay off the debt by easy instalments. 
Experience of nearly 40 years of the operations of the Act 
is utterly disappointing and there is a wide* spread impres- 
sion that it must go. While the debtor is seeking to take 
full advantage of the provisions of the Ac^t, the creditor is 
too shrewd a person to lend under conditions which will 
inflict a loss upon him. It is believed that the Act has 
had a demoralising efl^ect upon creditors and debtors alike 
and a Committee of inquiry appointed by the Government 
of Bombay, has suggested certain important modifications 
of the Act. 

What could not be achieved by the kind of measures 
described above, it was believed, could be accomplished 
by the establishment of agricultural banks, and the sub- 
ject was much discussed in the eighties of the last cen- 
tury. The position is well summed up in a despatch o“n 
the subject sent by the Government of India to the Secre- 
tary of State, dated 31st May, 1884, thus The utility of 
similar institutions in Europe, America and Australia Is 
well known to your Lordship, and we understand that in 
the British Colonies especially the progress of agriculture 
and the various enterprises connected therewith, have 
been much advanced by the monetary assistance thus 
afforded to the cultivating and land-owning classes. There 
are indications that India, no less than the countries to 
which we have referred, suffers from want of loanable 
capital. The rate of interest is extremely high even where 
the security is of the best description, the agriculturist 
when in need of money for the most prudent purposes, 


1 Deport of the Indian Irrigatidn Commission. 



BEGmu^ING OF CO-OPERATION. 


399 


has to pay so dearly for a loan that it absorbs the profit 
of his business. The Deccan Ryots Relief Aoh the Jhansi 
Encumbered Estates Act, and other similar' measures of 
an exceptional charaeter have tended to relieve Jhe_.peas- 
anfry in some localities of a hopeless load of debt 
^ they have not enabled the thrifty and industrious culti- 
^lor to obtain money for agricultural purposes on easier 
terms or more equitable conditions- We have endeavoured 
to meet this need in respect of loans for land improvement 
but this is not sufficient. The cultivator requires money 
from time to time for other purposes, and it has been found 
that if he can only borrow for one particular object from 
the Government, he prefers to deal entirely with the 
money-lender who will lend for all purposes. What is 
wanted, the^^fore, is a private bank which will in a 
measure take the, place of the village usurer, but which 
will at the same time be bound by the articles of its con- 
stitution to restrict its dealings to the more solvent culti- 
vators and to supply capital'at comparatively jasy rates 
and on equitable' conditions/’ 

A number of public spirited men in Poona and Bom- 
bay and also Gujarat, were prepared to make an experi- 
ment in this direction, and the Purandar Taluka of the 
Poona District was selected for the purpose. A qorreR^ 
pondQnce ensued on the question of the details of the 
scheme between the Poona Committee, the Government of 
Bombay, the Government of India and the Secretary of 
State. The late Sir William Weddejburn took a very 
keen interest in the matter, and on 19th October 1883, read 
a paper on the question at a meeting of the Manchester 
Chamber of Commerce. Good fortune seemed to smile on 
the scheme and the authorities in India, Provincial and 
Supreme, vrere propitious. But in his Despatch of 23rd 
October, 1884, the Secretary orKfafe" raised a number of 
difficulties, making out the bank scheme to be an unsound 
and impracticable project. Here ‘the"“dfscusslon*"pVacti- 
oally ended and nothing further was done in the matter. 

189. Begifining of .©o-operatioii.— The Famine 
Commission of 1901 reviewed the efforts which had been 
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made in the direction of granting loans and relief to the 
agriculturists and suggested that the only effective remedy 
lay in the establishment of agricultural or village bank^ 
of the Raiffeisen type which would carry on their opera- 
tions strictly on the co-operative principle. A similar 
conclusion had been already reached by Sir Frederick 
Nicholson of the Indian Civil Service in his comprehen- 
sive and instructive report submitted to the Government 
of Madras in 1895. “ In this report he described the sys- 
tem of co-operation in force in European countries and 
examined Iheir applicability to Indian conditions. While 
it was under consideration, a volume entitled ^ People’s 
Banks for Northern India,’ was published by Mr. Duper- 
nex I. C. S., and a few small experimental societies were 
instituted by Mr. Dupernex and other offcers in different 
parts of India. So long, however, as the transactions of 
these societies were governed by the complicated provi- 
sions of the Companies’ Act it was impossible to expect 
much progress, and a Committee was, therefore, appointed 
by Lord Curzon in 1901, under the presidency of Sir Ed- 
ward Law, to report on the action necessary for the es- 
tablishment of co-operative societies on a proper footing. 
The Committee had the benefit of the advice of Mr. Henry 
Wolff, the leading authority in England on the subject, 
and as a result of its recommendations a Bill was intro- 
duced in the Legislative Council by Sir Denzii Ibbetson 
and was subsequently passed as Act X of 1904.”^ 

As co-operative credit in India was mainly intended to 
assist the agricultCirists, it is natural that co-operative 
credit societies in this country should mostly be of 
the Raiffeisen type. The chief features of the Raiffeisen 
banks are ‘ (1) limitation of area, so as to secure mutual 
personal knowledge on the part of members ; (2) low 
shares ; (3) permanent]indivisible reserve fund ; { 4 ) un- 
limited liability of members ; (5) loans only for productive 
or provident purposes ; (6) loans only to members ; ( 7 ) 
credit for relatively long periods with facilities for re- 
payment by instalments ; (8) the determination every 


I GoTeinraent of India’s EeBolution on Co-operation in India, 1914. 
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year by the members of each society of the maximum 
credit that may be held by individual members at any 
time as well as of the maximum total of saving deposifs 
receivable and of loans that may be taken up by the 
society ; (9) absence of profit-seeking, dividends if paid 
being usually limited, as a maximum, to the rate of 
interest paid by borrowers for loans ; (10) office-holders, 
with the exception of the Secretary, not paid for their 
services (II) promotion of the moral as well as the 
material advancement of members and, in particular, the 
purchase of agricultural requisites for sale to members 
and often the procuring of agricultural machines and 
implements for letting on hire to members,’ 

These features of the village bank are calculated not 
only to supply the cultivator with cheap credit but to 
teach him to combine with his fellows for common 
terests, to practise thrift, to make productive use of his 
resources and to build up his economic prosperity on the 
foundation of self-help.^ Credit societies, started and 
conducted on the principle of another German philanthio- 
pist and zealous organizer, Schulze-Delitzsch, are intended 
for the benefit of urban people — unlike the Raiffeisen banks 
which serve the rural population — artisans, small traders 
and professional classes. The founder of these societies 
also believed in thrift, self-help and solidarity but as he 
dealt with the urban population, his banks assumed a more 
businesslike and less altruistic form. Schulze-Delitzsch 
banks raise funds by shares as well as by deposits, and the 
liability, as in the case of the other kind of bank, is not 
unlimited. A considerable part of profits is distributed 

1 *‘lt is not iperely cheap and facile credit that is required ; it is a 
credit which must indeed be cheap and facile in that it shall ever be at 
hand but it must be credit which shall only be so obtainable that the act 
and effort of obtaining it shall educate, discipline and guide the borrower; 
it should be granted to those who have learned to think, to plan, to save ; 
the method of pro viding it must teach the lessons of self and mutual 
help, and suggest the extension of those lessons to matters outside of 
mere credit; it muse be safe not merely in eliminating the dangers of 
usury, but m being controlled, heedful and productive.” — Sir F. Nichol 
son’s Report. 

51 



m 


INDIAN ECONOMICS. 


as dividend on the paid up portions of the shares. Loans 
are granted for short periods and all services are paid. ^ 

The area covered by the operations of these banks is 
larger and the banks have generally an air of commercial 
and profit-seeking enterprises. Dependence on persona^ 
security, formation of character, rendering of mutual help, 
exercise of vigilant supervision of the use of loans, pro- 
motion of moral restraints, of public spirit and of a feel- 
ing of solidarity, are of the very essence of the co-opera- 
tive movement and these are the characteristic features 
of the rural banks. The two types of popular banks 
appeal to two different sets of people, living in different 
environments and having different habits and needs. 
Hence the difference between the constitution and work-- 
ing^ the two kinds of banks. 

©o- operative Societies Hct.—When the co- 
operative movement was launched with the Act of 1904, it 
was regarded as an experiment, and Government was 
anxious to steer clear of two extremes viz (1) undue 
interference and control and patronage on the one side 

{%) laissez faire on the other. A Government officer, 
called the Eegistrar, was appointed for each Province to 
dry-nurse the infant movement and to be its guide, friend 
and philosopher as it steadily grew. Certain concessions 
were given to the societies by the State, and their profits 
and operations were exempted from the income tax, stamp 
duties and registration fees. The societies were likewise 
to be assisted with State funds in the initial stages of their 
development on certain conditions. 

The progress of the movement was encouraging, and 
it was found that the Act of 1904 was inadequate to meet 
the growing requirements of the development: (1) That 
Act applied to societies for the purpose of co-operative 
credit only, and not to co-operative societies of other kinds, 
such as those established for production or distribution, 
and (2) to unions of societies in larger bodies so as to 


1 See A Manual of Go-operative Societies in the Bombay Presidency 
by Mr. E. B. Ewbank. 
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seoiire a large measure of non-official inspection and con- 
trol and to facilitate the raising of funds. (3) The Act 
classified societies according as they were ‘urban’ or 
‘rural* and the principle was laid down that as a general 
rule societies should be with unlimited liability. This 
distinction was found to be artificial and inconvenientj 
and it was proposed to recognize the distinction between 
societies with limited and those with unlimited liability 
while retaining the principle that agricultural societies 
must, as a general rule, be with unlimited liability. (4) 
The Act did not contemplate that societies with unlimited 
liability should distribute profits. While not encouraging 
this practice of distributing profits, the amending bill of 
1911 proposed -to legalise it. A new Act, the Co-operative 
Societies Act, was passed in 1912 (No. II of 1912) embody- 
ing changes found necessary by se^'en years* experience, 
as indicated above. 

Two years later, Government came to feel that the 
time had come to inquire if the co-operative movement 
was proceeding along lines economically and financially 
sound. A committee was, therefore, appointed with Sir 
E. D. Maclagan as President, and it was instructed to 
direct its enquiry to “ an examination of such matters as 
the constitution and working of Central and Provincial 
Banks, the financial connection between the various parts 
of the co-operative organization, the audit, inspection and 
management of all classes of societies, the utilization of 
the reserve and the manner In which reserve funds should 
be exhibited in the annual accounts.” Prom the report of 
the Committee one gets a clear idea of the position of the 
co-operative movement in India, the nature of its organiza- 
tion, its strong and weak points and the directions in 
which reform is needed. 
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Co-operative organization lias for its foundation pri- 
mary societies, agricultural and noii-agricultural, credit 
and non-credit. A number of these societies may be 
grouped into guaranteeing unions as an intermediary 
between the primary bodies and the central bank. If all 
societies in a district are closely associated with the 
central bank, there will be a large apex bank at the head 
of each Province, to balance the excesses and deficiencies 
in central banks and to supply them with the necessary 
funds. All the different limbs of this co-operative organism 
must be strong and healthy and capable of performing 
efficiently the duties entrusted to them if the movement is 
to make satisfactory progress. A clear idea of the exist- 
ing organization of co-operation in India may be obtained 
from the summary of the report of the Maclagan Com- 
mittee we give in a later part of this Chapter. 

191. Progress Achieved. — The success which 
the co-operative movement has achieved so far, must be 
regarded as quite satisfactory. And the following statis- 
tics will be found instructive 

I. Co-operative Societies in India. 
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II. No. of Members. 
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It will be seen from the above statistics that.iihe 
amount of the working capital of the societies is increas- 
ing only a little faster than the number of members and 
the average is about Rs. 139 per member. The average 
number of members is less than 40 per society and this is 
Attributed to the increasing proportion of small agricultural 
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societies. The aTerage capital per society is only Es. 5»472. 
The bulk of the societies are credit institutions and the- 
number of those dealing with production, sale and pur-^ 
chase &c., is extremely small. 

But it may be asked, to what extent has the problem 
of the indebtedness of the rayats, which the co-operative 
movement was started to tackle, been solved ? When this 
test is applied, it will have to be admitted that only the 
fringe of that problem has yet been barely touched. The 
economic advantage co-operation confers upon the culti- 
vator or the craftsman is patent ; and the benefit of cheap^ 
credit to agriculture has been acknowledged. During 
1918-19, -the number of agricultural societies in Bombay 
rose from 1,390 in the previous year, to 1,737, an increase 
of 25 per cent The number of members increased from 
1,01,333 to 1, 23^825 while the total working capital rose 
from 71*9 to 83*6 lakhs. The average number of members 
and amount of working capital is larger in Bombay than 
in the Punjab and Madras. But what is a working capital 
of one crore of rupees, for instance, of the societies in the 
Bombay Presidency, to its population and its needs ? It 
appears that for the solution of the agrarian problem reli- 
ance ought not to be placed on co-operation alone. It is- 
not a panacea for all economic and other evils and it hai 
its limitations. In Germany where co-operation has prov- 
ed such a signal success, besides-rurai and people’s banks# 
there are several important agencies through which land- 
owners, both large and small, obtain long-term mortgage 
credit ^ The. resources and operations of these Land 
Mortgage Credit Associations, the Mortgage Credit Banks, 
the Joint Stock Mortgage Banks, the Savings Banks, the 
Land Improvement Fund and Annuity Banks and so forth, 
are on a colossal soale.^ 

Jn India very little has been done in this direction 
and if the co-operative movement were to grow four times 
as large as it is at present, even then, not much impres- 

1 See J. E. CahilPs Beport on Agricultaral Credit and Agricultural 
Co-operation in Germany, 

2 See Principles of Bural Credits by James B, Morman. 



PROSPECTS, 


407 


siqii will have been produced on the situation. Inquiries 
made into the economic condition of the rural population 
in different parts of the country, shows that cultivators 
and craftsmen are everywhere sunk in the mire of in- 
debtedness and the problem of uplifting them is very 
urgent. We believe in co-operation and in its educative, 
elevating value. But even those who appreciate the im- 
portance of the movement and are working to help on its 
progress, feel that more comprehensive and varied efforts 
must be made to raise the mass of the people to a higher 
economic and moral status. The Government must direct- 
ly encourage the establishment of mortgage, land and 
agricultural banks and must, for this purpose, place funds 
at the disposal of such banking [enterprise, Orores of 
India’s Reserves ';whioh are lent in England, may be made 
available in this country. In France, Ireland, Japan and 
other countries, such State help is given to agriculturists 
and that example must be followed in India. 

Government officials and honorary Indian workers 
are pushing forward the cause of co-operation with com- 
mendable zeal and their endeavours are being crowned 
with encouraging success. But the ignorance of the rayats 
is the greatest stumbling block in their way, and in spite 
of everything that is said about the educational and moral 
value of co-operation, the true spirit of co-operation is 
seldom conspicuous among members of co-operative 
societies. “We regret to have to say,” observes the 
Maclagan Committee, “ that the conclusion has been forced 
upon us that in the m.ajority of cases primary societies in 
India fall short of the oo-operatite ideal. Speaking gene- 
rally, even allowing for the backwardness of the popula* 
tion, there has been found a lack of true co-operation.” 

192» Prospects. — Co-operation is a democratic 
principle. It is the gospel of* self-reliance. But the 
illiteracy of the Indian masses does not allow them to 
imbibe and profit by that principle. Members of societies 
feel that the loans granted to them come from Government 
and they are profuse in expressions of thankfulness to the 
Registrar, its representative. They are also inclined, in 
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:aany cases, to run the societies on commercial lines. 
Central banks and non- credit societies tend to become 
profit-seeking, capitalistic concerns, and it is doubtful 
ho.v far the principle of guaranteeing and other unions 
can be understood by the ordinary cultivator. The work 
of starting, guiding and conducting these institutions has, 
therefore, to be done by a few public-spirited, enthusiastic 
educated people ; and a few leading men and very often, 
busy 'bodies are found bossing the whole show. 

A wider diffusion of education among the masses,, 
a more sympathetic land revenue and general adminis- 
st'^ation, an earnest endeavour to stimulate public spirit 
and an active and comprehensive attempt to promote the 
economic development of the Country on the part of the 
State and of social reform on the part of the people, are 
needed to make the progress of the co-operative movement 
ranid and healthy. Taken by itself, the movement has 
given good results, and even within its peculiar limitations, 
imposed by the existing conditions, it is capable of render- 
ing valuable service. It is not only in the supply of cheap 
and facile credit that co-operation will benefit the culti- 
vator and the craftsman ; it will and ought to help them 
in the organization of purchase of seed, manure, imple“ 
meats and raw materials and of the sale of agricultural 
products aid manufactured goods. 

If local and communal industries, are thus organized 
in different localities, the resultant good will be immense. 
The principle of co-operation can be applied, as it is being 
applied in a few oases even to-day, in a variety of ways 
to put larger profits into the pockets of the producers. 
Certain areas are eminently suited to particular crops and 
industries. Without disturbing the old order of things, 
they can be brought within the pale of the co-operative 
movement- The cotton, sugarcane, potato, groundnut and 
other crops can be dealt with in this way as also the 
weaving, leather-making, paper-making and oil-pressing 
industries. The problem of the supply of pure milk to 
cities and towns is becoming more and more urgent every 
day and dairies can be conducted on the co-operative 
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principle. It is satisfactory to notice that endeavours are 
being made in this direction and it hardly admits of doubt 
that if they succeed,* the resultant good will beappreoiablo. 

193. Some Noteworthy Points*— The progress 
of co-operation in India is looked at from different points 
of view by critics ; and different lines of development are 
recommended. It is stated that while in other countries the 
co-operative movement has been fostered by private effort,, 
in India it has been initiated and is being spoon-fed by the 
Government. The patronage of the State, however bene*- 
ficial in the early stages of its growth, will not, it is con- 
tended, make for genuine co-operation. The stimulus 
must come from the people and they must run the move- 
ment independently of Government. The State may assist 
societies, but it must atand out of the movement ; other- 
wise the true spirit of co-operation will die out. On the 
other hand, many people feel that the co-operative move- 
ment will wither away if it is not patronised by Govern- 
ment. The public feels confidence in it because the belief 
prevails that the Government is at the back of it* 

The Registrar, who represents the State, possesses 
influence with the district and other authorities and can 
get many things done which co-operative societies, left 
to themselves, would find it extremely difficult to do. That 
officer can communicate direct with different administra- 
tive departments and has easy access to higher quarters. 
A co-operative society of cultivators would be handicap- 
ped in a variety of ways and would not be able to exercise 
influence if Government through the Registrar were not 
behind it That officer is to members of societies, an 
authority to whom complaints may be made and appeals 
preferred. We entirely approve the view expressed by 
the Government of India with regard to the attitude of 
officials towards the co-operative nrovement and think 
that they should not interfere in it and should not be in- 
different towards it either. They should be sympathetic 
and helpful without being meddlesome.^ 


1, Governmeat of India’s Resolution on Co-operation, 1914. 
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There can be no doubt about fact that it is* due largely 
to Government’s initiation and support that the co-opera- 
tive movement in India has made the progress it has- 
achieved. Popular and public-spirited bodies like the Cen- 
tra! Co-operative Institute in Bombay and the Co-opera- 
tive Federation in the C. P., are doing yeoman service by 
organizing and promoting the movement on independent 
lines. Enthusiastic co-operators like Sir Daniel Hamil* 
ton, however, want Government to do more active work in. 
helping the extension and the finance of the movement. 
He says that ‘ to attempt to pass on to honorary organi- 
zers the development of India’s credit and banking is non- 
sense fraught with danger. India’s economic proplems 
are too many and too deep ever to the solved by ‘charity ' 
As well try to run the civil service with honorary workers 
as to organize India’s credit with honorary bankers.’ 
Mr. Henry Wolff, on the other hand wants Eaiffeisens to 
rise in India and to inspire the people with co-operative 
zeal. He wants volunteers in large numbers to come for- 
ward and lake up the work of the spread and organization 
of co-operation.^ 

194. H. Oil 0 inma,~Here we are confronted with a dilem- 
ma. If Government patronises and meddles with the move- 
ment, we are told that the growth will not be vigorous; and if 
it is left to itself, “it will not thrive at all. Government audit 
and inspection will be needed till co-operative unions and 
banks can take the work upon themselves and can inspire 
confidence in the minds of the people. The co-operative 
organization must be a complete and self-sufficient orga- 
nism. But it will be many years before that ideal is 
reached. In the mean time, unions and district and central 
banks are being started and a kind of solidarity is being 
created by means of conferences. Men are also being 
trained to take up ti^e duties of officials of societies be- 
cause without such training, the working of rural societies 
is found to be very difficult. It is refreshing to find people 
scattered in different parts of the country, who are infect- 
ed with the genuine spirit of co-operation ; but that spirit 

1. Go-operalion in India, Chapter on the E'utore. 
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must be widely diflfused. It is a sign of che times that co- 
operation has begun to figure on the platform of political 
and social conferences that meet from year to year and 
the champions of the elevation of the masses must make 
it an important plank in their programme. 

When co-operation has barely succeeded in touching 
even the fringe of the problem of rural credit and agricul- 
tural indebtedness, it is too much to expect that it should 
have spread to non-agricultural industries, to distribution 
and to consumption. This is a fruitful field and the need 
of co-operative stores and of societies of consumers in 
towns is great. But even here the difficulty is to make 
people appreciate the importance of the movement and to 
take to co-operation for their benefit. Like joint stock 
companies, co-operative stores are a novelty to the mass 
of people and hence the paucity of such institutions. The 
work of popular education in this connection is, therefore, 
most urgent and societies which are now being started for 
housing and other purposes, here and there, are calculated 
to encourage those who are interested in the progress of 
the movement. 

As things stood, Government thought it necessary 
to inquire how far the present lines of development were 
correct and whether any safeguards must be provided in 
order to ensure healthy progress. If societies go on multi- 
plying without sufficient provision for supervision and 
inspection, and if they are not inspired with the true co- 
operative spirit, the movement may be overtaken with a 
disaster any day. Co-operative banks have also to steer 
clear of the dangers which threaten ordinary banks, and 
efficient management and strict audit and supervision 
must be insisted on. Better that the growth of co-opera- 
tion should be slow but steady rather than that weak and 
inefficient societies should be bolstered up or allowed to 
exist. The fate of the movement in India must depend 
upon the enthusiasm and the desire of the people to help 
and improve themselves by combined effort. Education, 
in the large sense of the word, alone can do it. 
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195. Land Banks @ontroversy.— There has re- 
cently been some discussion of the question whether the 
agrarian problem can really be solved by the spread of 
the co-operative movement and whether land banks of the 
Egyptian type are not necessary to free the rayat from 
the load of indebtedness under which he is crushed. It is 
contended on one side that the hopeless condition of the 
rayat requires a radical cure and co-operative credit is 
only a palliative.’ It is pointed out on the other side that 
the history of Agricultural Banks does not show either 
that they can wipe out agricultural indebtedness or make 
co-operative credit institutions superfluous. ‘ Non-co- 
operative agricultural banks may to a certain extent sup- 
plement, but they can never supplant co-operative credit 
instituti ons.’ ^ 

A little consideration will show that there is an 
amount of truth in both these positions. The serious 
problem in India at which the Government has been 
tinkering for more than fifty years, is the appalling^ 
indebtedness of the rayat. Co-operative credit societies, 
which came to be regarded as the sovereign remedy, can 
not frankly solve that problem, They will only supply 
short term and personal credit and cannot touch the real 
evil of the existing and long-standing indebtedness. Un- 
less that millstone is removed from the neck of the help • 
less cultivators and they are enabled to carry on their 
operations freely and profitably, their condition must 
remain unsatisfactory. 

Since 1870, Government has tried several measures to 
make loans to agriculturists on the security of their lands. 
These attempts should have been persisted in and should 
have been developed into laige banking organizations. 
The Government considers itself to be the universal land- 
lord in India; and as Sir John Strachey observed in 1870, 
in this capacity duties devolved on it “for the improve- 
ment of the land and for the advancement generally of 
agriculture, beyond the ordinary duties of a Government, 

1 D. E. Wacha: Agricultural Banks in India. 

2 See “Wealth of India ” for October, 1916, page 515. 
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and similar in kind to those duties which a good land-lord 
had everywhere to perfoim.’^ 

If the funds of the State had been liberally expended 
for the improvement of land and of the agrioiiitural indus- 
try generally, the situation would have steadily grown 
better. The peculiar political and economic conditions in 
India required such a policy on the part of the State. As 
it was, the general economic decay and stagnation told on 
agriculture also, and the position was not adjusted to the 
rapidly changing circumstances. The system of granting 
long-term loans to cultivators to be recovered in small 
instalments, was stronglv recommended by the Irrigation 
Commission of 1903, and their principle was generally 
accepted by the Government of India in its Resolution on 
the question, dated 30th November, 1905. But the amount 
of the loans thus granted has always been meagre, rarely 
exceeding 6 orores of Rs. for the whole country. 

Though this is all true, the importance of co-operative 
credit societies cannot be gainsaid They supply a badly 
felt want of the cultivator by providing him with credit 
where he has none. Agricultural operations are thereby 
facilitated and higher profits are insured* Credit societies 
very largely perform the same function as agricultural 
banks, and they are eminently useful to cultivators who 
have only small pieces of land to mortgage. They enable 
them to capitalise their honesty and, on the principle of 
self-help and mutual aid, to improve their condition. This 
is an aspect of the agrarian and the general economic 
question which should not be lost sight of by those who 
belittle the importance of co-operative credit societies. 

In India the -State has got to undertake several duties 
which ‘do not fall within the province of Governments in 
other countries. But in spite of this, if the co-operative 
movement grows along sound lines, it must raise the 
cultivating classes both materially and morally. The 
progress achieved by the people under the influence of that 
movement, will be more lasting and beneficial though 
much slower. The conditions in India with respect to 
indebtedness are in several respects similar to those pre«* 
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valent two generations ago in the continental countries of 
Europe where the co-operative movement has now taken 
firm root. And if co-operation has helped to elevate the 
masses there, there is no reason why similar results should 
not take place in India provided other conditions are 
favourable. 

Reviewing the development of rural credits in Europ- 
ean countries, Mr. James B. Morman observes :““If Europe- 
an experience covering more than half a century of co- 
operative personal credit and more than a century of co- 
operative mortgage credit, has any lessons for American 
farmers, the most important are : — 

(1) That organization among farmers, has been the 

basis of success in the credit system ; ^ 

(2) That education in the use of credit has proceeded 
hand in hand with organization ; and 

(3) That personal supervision by the farmers themsel- 
ves over their organizations and over the] use of loans 
made only for productive purposes has been a prominent 
feature in the European system. 

In no instance has any Government taken the initia- 
tive in establishing a rural credit system. When legislation 
by any national Government ;has taken place, it has 
usually been for the purpose of facilitating or aiding the 
organization of farmers’ co-operafcive societies, and when 
Government aid has been granted, it has generally taken 
the form of loans at low rates of interest made to local 
credit societies through central or regional credit banks, 
for a Government to take the initiative in establishing, 
for example, a long time mortgage credit system, would 
seem to European farmers like trying to make a pyramid 
stand on its apex.” 

The State in India may make loans’to agriculturists 
and others through co-operative societies for productive 
purposes and the Maclagan Committee has drawn the 
attention of the Government to this question. 

196. Maclagan eommit tee’s; Report - A student 
of co-operation in India cannot find a better source of 
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guidance and information than the report of the Macla- 
gan Committee to which we have frequently referred In 
this Chapter; and we commend to the reader a careful 
perusal of that report. From it he will see what the 
movement has so far achieved and what it is capable of 
achieving. He will also realize what are the weak and 
the strong points of the movement ; and the directions 
in which it should develop will be clear to him. We « 
can offer here only a rough and brief summary of 
that report : — 

Introductory. 

The report starts with a description of the depressed 
condition of the lower classes and of the remedial measures 
attempted by the State to improve it, and it observes that 
this action having proved partial and incomplete, Govern- 
ment turned to co-operation as the most hopeful method 
of dealing with the problem before it. The moral aspect 
of co-operation is then emphasised and it is stated that to 
true co-operation alone it is that “ Government must look 
for the amelioration of the masses, and not to a pseudo-co- 
operative edifice, however imposing, which is built in 
ignorance of co-operative principles.” The development 
of the co-operative movement is then traced from its 
inception to the time of the appointment of the Committee. 
The report then proceeds thus : — 

It was inevitable in the beginning that credit societies 
should be mainly attended to but that a demand for non- 
credit forms of co-operation should arise was in itself a 
healthy sign. But such societies should arise spontane- 
ously and satisfy a real need and a competent staff should 
be available to supervise them and deal with the compli- 
cated economic problems involved. Several non-agricultural 
and non-credit ‘ societies have been started for ^ sale^ 
purchase and other purposes. Societies for the benefit of 
weavers are welcome, but ‘ attempts to reorganize village 
industries on a more profitable basis should not be under- 
taken sporadically or fortuitously.* Certain types of 
societies like stores, often exhibit a tendency to ignore 
the moral basis of co-operation and care should be taken 
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hj the Registrar that co-operative principles are followed 
by such societies, and that they do not become merely 
commercial and profit-hunting bodies 

Though the primary object of the co-operative move- 
ment was to tackle the agrarian problem through if, it is 
necessary that non-agricultiiral societies also should grow 
up along with the agricultural. The wage earning, artisan 
and middle classes must be brought within the co-operative 
fold. Middle class urban banks are not strictly co-opera- 
tive, but in the absence of joint stock banking facilities 
they are likely to serve a useful purpose With regard to 
banks for the use of large landed proprietors, correspond- 
ing to Land Mortgage Credit Associations, the establish- 
ment of well-conceived and weli-adminlstered* banks of 
this type ” would be a measure of great value not only ro 
the proprietors themselves but also to the Government.” 

Primary Societies. 

In the case of primary societies it is on three main 
requirements that their soundness is based, vis. (1) they 
must be co-operative ; (2) tbey must also be businesslike 
and (3) they must be thoroughly well supervised. The 
area must be sufficiently restricted to enable members to 
exercise an effective mutual control, and their number 
should not be unduly large. Before a society is registered 
a scrutiny should be made into the kind of men it will 
deal with and their assets, working capital and so on. 
Teaching of co-operative principles in various ways must 
be arranged and proper men must be selected for the post 
of secretary and as members of the managing committee. 
Some provision is necessary for ascertaining the previous 
debts of members and, whereyer possible, they may be 
gradually paid off rather than that they should be immedi- 
ately cleared on admission. As regards the rate of the 
progress of the movement, there should be no attempt at 
forcing the pace and except for special reasons, an 
increase in the number of societies should radiate from 
existing centres of co-operation and should be based on a 
well-informed desire to imitate existing good examples.” 
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The capital of primary societies is composed of four 
Items, (1) shares, (2) deposits, (3) loans and (4) surplus 
assets or reserve fund. The value of shares should not be 
unduly large so as to create disabilities against poor mem- 
bers a|id a maximum limit should be fixed to dividends* 
Value of shares may be deducted from loans granted to 
members and the principle of unlimited liability or rather 
contributory unlimited liability ” should be adhered to in 
the case of agricultural credit societies. The amount of 
deposits locally obtained has been comparatively small 
and “ unless as the movement progresses, there is a subs- 
tantial increase in this class of deposits it will have to be 
confessed that co-operation has failed in one of its main 
objects*” Compulsory deposits from members are not 
desirable ; and the term of deposits should not ordinarily 
be less than one year. Only two exceptions to this rule 
may be admitted : (1) short-term deposits are useful for 
temporary accommodation to meet demands for loans, and 
(2) savings deposits when small suras within strictly 
marked limits are taken and dealt with on lines similar 
to those of the Post Office Savings Banks. 

The total borrowing powers of a society are fixed by 
the Central Bank and the Registrar, and the amount the 
society can lend is determined by this limit. But it is 
necessary for a society to fix the limit (1) up to which 
members as a body will pledge their liability and (2) to 
which members should individually be entitled to receive 
loans. Loans are given for the ordinary operations of 
agriculture and much assistance cannot be expected from 
co-operation for expensive improvements for which re- 
course must be had to Government. Periods for which 
loans should be given must be carefully worked out in 
view of the objects for which they have been made. Per- 
sonal security ought to be the rule and sureties should be 
made to realise their responsibility. The mortgage of land 
should only be regarded as collateral security in addition 
to sureties. 

The competition of societies has brought down the 
rates of outside money-lenders. * So long as the rates of 
53 
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societies are below those of the outside market, they 
cannot be regarded as excessive and there are many 
dangers in sudden or large reductions below such rates/ 
7“ must be emphasised that ‘unless loans are repaid 
panctually, co-operation is both financially and etlu- 
i itionally an illusion; and no exertions are Wcisted 
which aim at ensuring promptitude in this respect/ 
Disputes as to arrears should be referred to the Registrar 
and if he so directs, to arbitration. The Act provides for 
this arrangement. There is, however, a great difficulty in 
securing execution of the decisions; but it will 
advisable to accord to societies the privilege of summary 
procedure. An effort should be made to build up a reserve 
fund so as to make the society ultimately independent of 
outside help The surplus assets or reserve fund may pro- 
perly be employed in the business of the Society ^ lung 
as proper provision is made for the necessary fluid resour- 
ces Tinder the Act one-fourth of the net profits mus: be 
carried to a reserve fund and 10 per cent, of the remainder 
may be used for any charitable purpose with the sanction 
of the Registrar. 

Periodical audit and constant supervision are neces- 
sary and lor this purpose the official machinery ffiust be 
sufficiently powerful. 'I he audit must be comprehensive 
and thorough and should be carried out under State con- 
trol at the present stage of the co-operative movement. 
Tbe time is distant when the work of making the original 
audit can be taken up by societies themselves. The work 
of supervision should be carried out by unions, central 
banks and other bodies maintained by the societies them- 
selves. 

Central Banks. 

Though the operations of a ‘ central bank ’ may cover 
a larger area, it is usually expected to finance primary 
societies within a single district or part of a district. 
Between such a bank and the primary societies, there is, 
in some Provinces, the link of ‘ guaranteeing unions ’ and 
their number in Burma is large. “ The union is registered 
as a society with limited liability and mutual guarantee 
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is effected by a rule that each guaranteeing society shall 
be liable for any default by a society in the repayment of 
a loan recommended by the union to the extent of the 
maximum amount of its borrowings from non-members in 
the twelve months preceding a call.” This kind of union 
is to be strongly recommended as it will be a great acces- 
sion of strength to the movement. 

Central banks perform the double function of balanc- 
ing (1) the funds of societies and (2) supplying capital. 
There are now practically no Central Banks which under- 
take outside business and comparatively few which lend 
to individuals, but the time seems to have come when steps 
should be taken to bring to a close in all cases the practice 
of granting any loans except to registered societies. A 
Central Bank should cover as large an area as is compati- 
ble with convenience and efficiency. Under existing con- 
ditions it is much better to adhere to the system or 
independent central banks than to have branches of Pro- 
vincial Banks. No loans should be granted to societies 
which are not share-holders. All shares held by indivi- 
duals should be fully paid up and the use of reserve 
liability is fbije deprecated. 

The total liability attaching to shares, whether held 
by individuals or societies, should be limited to their face 
value. A maximum rate should be fixed for dividends, but 
it should be laid down on some logical principle. The 
deposits of these banks will not seriously compete with 
those of joint stock banks. Amounts held on current ac. 
count should be covered by sufficient fluid resources. 
Savings accounts may also be opened but certain precau- 
tions must be observed- The area from which deposits 
may come, need not be restricted.^ The central banks may 
receive advances from Presidency Banks and joint stock 
banks in the form of cash credits. The system of deben- 
tures is not to be much relied upon in this connection. 
Loans to individuals are to be deprecated and central 
banks should not undertake any outside banking work. 
Credit of societies to which loans are to be made, should 
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be carefully assessed, particularly where there are no 
unions in esistence, and the objects of the loans must be 
similariy scrutinized. 

The period of loans must be conditioned by the period 
for which deposits are held, as the former, unlike the latter, 
is within the control of the Central Bank. Unfortunately 
the practice of many banks is not in accord with this 
sound principle. Gash credits should be given to societies 
which are thoroughly well managed and co-operative in 
character. The security required from societies for loans 
should ordinarily take the form of pro-noj:os and not the 
shares held by them in central banks. Every society and 
bank must have a reserve fund under the Act, but besides 
the Reserve Fund proper, which in the case of primary 
societies, is built up out of the indivisible net profits, there 
are the ‘fluid resources’ which must be carefully husbanded 
in order to enable societies and banks to meet the demands 
of depositors. In the absence of facilities for discounting 
co-operative paper this fluid resource should, in central 
banks, be sufficient to meet half the deposits due for 
payment within the next twelve months, a standard of one- 
third being held sufficient in the case of Provincial Banks. 

Provincial Banks. 

In each of the major provinces there should be one apex 
bank which will co ordinate and control the working of 
central banks ; and they should be prohibited from dealing 
with each other or with Presidency or joint stock banks 
except through its medium. The Provincial Bank should 
itself be obliged to confine its dealings with co-operative 
institutions to Central Banks and leave to them the work 
of dealing with societies. The present organization thro- 
oughout India is incomplete in this respect. Although in 
starting a Provincial Bank individual share-holders may 
have a preponderating influence, representing the business 
element, its constitution should be so framed as to give to 
affiliated co-operative institutions an opportunity at no 
distant date of securing a majority of votes at the general 
meeting. 
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The management of a Provincial Bank requires inore 
expert knowledge and experience than that of a Central 
Bank, and it is desirable that the management should be 
mainly in the hands of business men. All central banks 
should be induced to become affiliated to the Provincial 
Bank, and the latter should grant no loans to societies 
capable of being affiliated to a Central Bank. Long-perio J 
deposits are necessary to Provincial Banks which should 
gradually accumulate surplus assets and good liquid 
securities in order that dependence on outside agencies may 
be diminished. Their fluid resources should be sufficient 
in amount to cover one-third of the possible liabilities 3i 
the Banks falling due ii the course of the ensuing 
year* 

The main business of a Provincial Bank should be to 
co-ordinate and control - the finances of Central Banks, 
utilizing their surpluses and supplementing their deficien- 
cies, and they should not embark in business outside the 
co-operative moveniant except in so far as it may be found 
necessary to lend or deposit spare funds for short periods 
in outside institutions. 

General. 

It may be generg^ly stated that if provision Is to 

minimise undue official influence, the movement should 
not be deprived of the moral and financial support which 
Government servants give it. None of the powers of the 
Eegistrar should be devolved upon the Coliectors. In 
certain Provinces the Oolleotor or subdivisioaal officer is 
the chairman of a Central Bank. This practice is found 
to be beneficial and has its obvious advantages but these 
officers should not hold positions on the managing commi- 
ttees of central banks ex-officio or as an invariable rule. 
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operation to every phase of life where it is likely to prove 
helpful and (5) moulding the whole movement into a living, 
progressive, efficient, self-ruling, democratic and unified 
organization The questions, in short, are educational* 
tinancial, administrative and disciplinary, and are to be 
snved in a truly co-operative spirit which is practical and 
business-like. 

ms. Th ^lT SDltlliofi,— The primary society is the 
smallest unit and the foundation of the oo operative siiper- 
srracture. Societies of this type, however, can hardly 
semre funis enough to meet the necessities of their mem- 
bers and have to be financed by an outside banking iiistitu- 
m. Mo bank svill lend to its constituents without scruti- 
ny ing tb«ir economic position and ensuring the repayment 
<»f it« loans In due time. Ordinary banks are not able to 
iinince o operative societies and central or district banks- 
have been now started in several districts all over the 
country, and they have the primary societies themselves 
a* their members along with individual members. These 
Daiks have to inspect and strictly watch the operations of 
the affiliated societies and a special agency has to be 
employed for the purpose. Central banking unions con- 
stituted and run by primary sociefies, discharge the funo- 
ti jii of inspection in the Punjab ; and in Madras, supervis- 
ing unions are found ro do this work successfully. 

Financ 3 and supervision are functions which cannot 
he easily combined and some method has to be devised by 
wolch central banks may secure the necessary scrutiny ot 
primary societies. It is to serve this purpose that 'Upervis-- 
rig unions exist in Madras and no loan can be taken by 
an affiliated society without their sanction. The Punjab 
bmiiring union is an institution which stands midway 
her ween a district bank and the primary societies. The 
* Guaranteeing Union' Is a device which has been adopted 
to rhs same end in Burma, the C- P., Behar, and latterly in 
Bombay. It is in no sense a bank and handles no money, 
li aims at developing and supervising co-operative work 
within its area, and at serving as a link between the small 
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and scattered societies, of which it is composed, and 'heir 
financing centred 

The gaaranteeing union is so called because the 
s "icieties which are grouped together in it, guarantee to th^ 
central bank the credit of one another and through it. 
supervise the working of the whole group- The union 
assesses the credit of the affiliated societies and on the 
strength of its guarantee, the central banks gives cash 
credits to the societies. Each society has to accept a 
doinite amount of liability to makegood to the central bank 
loss thatmay be incurred by it on account of default 
in nayment by any member of the union. The linus 
of the liability undertaken by the societies are based upm 
different principles in different provinces- But the under- 
lying idea is the same in all viz. that the primary societies 
have themselves to run an agency for supervision and 
mutual control and for securing loans from central banks 
without much difficulty and relieving the latter of a task 
which they are not expected efficiently to perform ^ 

Mr. Twbank’s paper on guaranteeing unions, in Tndiari 
Ci-operative Studies' edited by him, make out a strong 
ci^e in support of these bodies and ably meets the objec- 
tions raised against them. He enthusiastically vi-iiali$es 
the future organization of the co-operative movement by 
saying that when primary societies are grouped in gua- 
ranteeing unions, the third statge will be ‘ a federation of 
unions in which the delegates of central banks and other 
types of co-operative institutions within their district will 
be represented.’ A provincial co-operative council, accord- 
ing to him, will be the final step and every district associa- 
tion will be represented on it Such an ideal must certainly 

1 Indian Co operative Studies. Mr. Ewbatik’s paper on guaianteeinc 
unions. 

2 The guaranteeing union is a link between the central banks amt 
the primary e etht societies. It does the functions of a teacher as well 
as an inspector of the piimary credit societies. It helps them to develop 
and at the same time it is an invaluable agent £oi co operative pro . 
paganda. It does not do any banking business.” — W. L. Baretto A 
Catechism on Credit Co-operation. 
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be placed before themselTes by co-operators and they mast^ 
take steps to make the co-operative organization a kind of 
sovereign, democratic state with its organs well-regulated 
and firmly knit together by ties of mutual help and reoi- 
prcral control and responsibility, the larger State outside 
watching its progress with a keen solicitude to help it 
Without interfering with it, 

0o-operative Finance.— Finance is tlie very 
breach ot the nostrils of the movement, and its suceess 
depends upon the economical and efficient methods adopt* 
ed to finance it The main object of credit co-operatioix 
is to put resourceless people into touch with capital and 
the money market. Deposits of*niembers and share capital 
L- an insignificant factor in the finance of primary societies' 
and they have to borrow from banks which draw upon a 
larger reservoir and tap more productive sources. Urban 
banka, which were more favourably circumstanced for this 
purpose became, at the outset, a source of financial supply 
tu them, and as the number of societies increased, central 
banks were started to render this service. By becoming 
members of these banks, which confined their lending to 
primary societies only, they could secure a share in the 
control of the financial machinery at the same time that 
they received the required accommodation. But the cen- 
tral banks, the managenaent of which is naturally largely 
in the hands of urban people, had to undertake the duty 
of inspecting and controlling the borrowing rural banks. 
In certain Provinces, e- g. the C. F., the central bank has 
become the ‘ pivot of co-operative administration, ’ and 
the question has been rather hotly debated whether it is 
the proper function of central banks to control and regulate 
primary societies. When the number of societies was 
small and they were scattered, it was inevitable that 
central -banks should combine finance with inspection, 
but with growth, specialization of functions must come 
and with it will come efficiency. 

What is the true function of central banks and what 
place they ought to occupy in the co-operative movement^ 
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has recently been the subject of animated discussion.^ We 
do not shink it possibie to justify the usurpation by cen- 
tral banks of the duties of unions which are best fitted to 
inspect ami control primary societies. And it is but right 
and proper that central banks should restrict theniseiTes 
to their legitimate sphere of financing and should leave 
inspection, propaganda and other duties to unions which 
are better qualified to do the work and which ought to be en- 
couraged to do it in order to spread -the co-operative leaven 
among the people of rural areas. Concentration of the 
power of finance, regulation and control maybe necessary 
in backward tracts and in the earliar stages, but the aim 
should be to raise the rural societies and associate them 
directly with the higher work of management and control. 

The provincial or the apex bank stands at the head of 
the structure of the co operative movement:. This bank 
has the same function to perfor n in relation to central 
banks as the latter perform with reference to primary 
societies. In certain provinces the apex bank was started 
by the central bank^ which felt the need of a central pro* 
vinciai financing institution; in others, they began as 
ordinary urban banks and have now assumed the role of 
banks dealing with central banks. One great want of the 
co-operative movement to day is the necessity of its being 
enabled to get into touch with the larger money market 
in the country and outside. But the Presidency Banks 
and the joint stock banks keep away from the movement 
for fear of being entangled in the risky and unprofitable 
business of financing co-operative societies. Co-operative 
paper cannot be discounted and co-operative banks can 
not realise their securities as ordinary banks can when 
they want to liquidate their assets Co-operative banks 
cannot, therefore, draw upon the wider market and have to 
be segregated within their limited financial range to the 
great inconvenience and disadvantage of the movemeni 
Banking in India is notoriously backward and unorganized^ 
and the financial possibilities of the country are not being 

1. See the report of tbe third Annual Conference of the Indian 
Economic Association held at Madras, 
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developed with boldness and foresight* An all* India co- 
operative bank has been suggested as a remedy to meet 
the financial needs of co-operation,^ and the utilization 
India’s reserves in London is being pressed as one of the 
means of helping the economic development of the country 
through co-opej-’ation Sir Daniel Hamilton is a zealous 
advocate of this scheme. He says : — “ The trade balance 
which accumulates in these reserves has its sourcet 
chiefly, in the fields of the raly at. Tt is part of the sale 
proceeds of his crops. The raiyat has, therefore, the first 
claim to the money and the Government is, in honour 
bound to link the raiyat on to his own, in the only way 
he can be linked on, that is, by pressing on with the de 
velopment of the co-operative movement to its natural 
olution in the proposed all-India Bank.” 

200. ether Questions • — The audit of co-operative 
sueleties is another vexed question. The duty of auditing 
the accounts of societies has been thrown by the Cu-opera- 
tive Societies Act upon the Registrar and his ‘^taff Co- 
operative organizations are not in a posifitn t provide for 
tlieir own audit and for many years to conie, the work 
will have to be done by the Department. Auditing of 
accounts is a highly important check on the operations of 
SAcietlewS and the healthy progress of the movement 
depends upon-the efficient exercise of this control. At the 
present stage of the -growth of co-operation, Government 
audit appears to be indispensable and the service should 
be rendered free by the State, the societies being hardly 
in a position to bear the additional charge. A time must 
soon come when co-operative societies will pay for audit 
and employ their own auditors, because the continued 


1. •“ What agriciiirnre requires is access to the money maiket 
and to Government funds on the same terms as commerce and industry. 
This might be secured if an All-India State Bank advocated by some, is 
formed as this besides taking over the state treasury work, would redis- 
count CO operative pape-. But.,.the problem will only be finally solved 
by the formation of an All India Co-operative bank with somewhat the 
same relation to Government as the Presidency-Banks now have.”-Indian 
Co operative Studies, page 129. 
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dependence of the movement in this m: are the payment 
and the invocation of its interference ana nr, who brings 
desirable. on the enter- 

The necessity of starting co-operative profit 

keenly felt during the time of war on account ^ 

difficulty experienced by people of small means to 
the necessaries of life and of the high prices demandecfh^r 
them. The Triplfcane Store in Madras is a typical insti- 
tution of this character and the history of its progress ’is 
full of lessons that may be learned elsewhere. A central 
store has now been started in Bombay and it will prove 
helpful to the small stores that may be started outside, on 
account of its capacity to buy cheap and provide articles 
as they are re:^uired to the smaller institutions which will 
not have to depend upon local and other dealers. 

The problem of housing is becoming more difficult 
every day in cities and large towns and the possibility of 
its being successfully tackled, has been demonstrated by 
the working of the housing societies in Bombay and other 
places. Societies for factory workers are an urgent need 
of the moment and with the awakening that has come 
over Indian labour they have great potentialities for 
good. Urban banks are capable of unlimited expansion as 
is shown by the success of several communal, middle class 
and Government servant societies ; and the field for co- 
operative dairies is large with the milk problem insistently 
demanding solution. The urgent need of and the scope 
for CO operative societies for production, purchase, sale 
and insurance, are admitted on all hands. What is 
required is a vigorous campaign of public education in 
co-operation and the voluntary and willing services of 
educated people, solicitors to bring the benefits of the 
movement within the reach of the mass of the population. 
Prejudice and lethargy among the educated classes must; 
give place to reasoned faith and zealous activity. Central 
co-operative organizations started with a view to provide 
popular education, are a step in the right direction, and 
the cry on all sides is for more workers and funds. 
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muneration of the capitalist, and wages are nhe payment 
received by labourers. The entrepreneur, who brings 
together the agents of production and carries on the enter- 
prise, is also rewarded with his share which a called profit 
Specialization in production has now proceeded to such a 
length that different classes in the community have come 
to control different agents of production, though a combi- 
nation of these last in the same hands is not uncommon. 
Shares in the national dividend obtained by these classes, 
correspond or should correspond to the contributions made 
by them to the production of wealth. And the remuner- 
ation of each contributor is determined by the social le- 
niaiid for his services. 

In a previous Chapter^ we remarked that the^. problem 
of production is the mast important in India, that of dis- 
tribution being comparatively subordinate. But this dees 
not mean that the remuneration received by the different 
participants in wealth-creation, has no bearing upon the 
economic condition of society. And if one of them takes 
more out of the common stock than is due to him, the 
others have to suffer and their loss not only causes injustice 
and hardship but is likely to affect adversely the aggre- 
gate production, and therefore, the interests of the com- 
munity as a whole. Hence the need of equitable and 
eco iomically desirable distribution of wealth. The older 
economists trusted too much to the beneficent operation of 
competition but the domination of one class over another 
has led, especially under modem forms ©f organization of 
industry, to inequalities and to the rise of capitalism and 
socialism. The tenant and the labourer in India have not 
had their due while the landlord and the capitalist have 
become wealthy and powerful. Being unorganized the 
former have had to be protected by the State in several 
instances. 

202. Weaith^fDistribation Except when per- 
sons and families are self-sufficient, producing wealth for 
their own consumption, a constant exchange of commodi- 
ties and services must take place among the members of a 


1 Pages 41, 42, 
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* cmmonity. Even in the most primitive viiiagej the 
peasant requires goods which he cannot produce and this 
p.eed of exchange is greater in proportion to the progress 
of society, with its differentiation and spaoializatation of 
funcrions. People are thus perpetually creating wealth ia 
various forms and rendering services which go into a 
common stock, as it were, and they draw from it their share 
retermind by the value of their own contribution to the 
community’s aggregate income. The supply of these 
commodities and services contributed by individuals is 
itself the demand for other commodities and services ana 
this process of the filling up and depletion of the common 
rest-rvoir is constantly going on though it may not always 
ha obvious to every body. 

If we exclude those who cannot contribute to 
wealth-production, c. g, children and old men and 
those who will not produce or render service^ beggars 
and thieves, other persons will be found work 
in order to secure necessaries, comforts and luxuries. 
These latter are received in exchange for what they con- 
tribute to wealth-production. The fact that the remunera- 
tion is received in the form of money, does not alter the 
fundamental nature of the distribution of wealth. On 
what principle this distribution should take place and 
how the share of each contributor to the national income 
should be determined, are questions which have long been 
debated. The law of demand and supply, that is compe- 
tioB, is the main regulator of the shares, though the 
justice of this alloting of shares has been challenged. -Com- 
munists and socialists would give to each person accord- 
ing 1 3 his needs or deserts, but these are not easy to 
determine; and besides the difficulty of making an 
equitable distribution, there is the other consideration 
about the effect of the alternative methods of distri- 
bution, upon production, and therefore upon the nation- 
al dividend that will be available for distribution, 
that has an important bearing upon the condition of the 
community. 
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The inequality^ the injustice and .the comparatively 
unsatisfactory conditions of life which are involved in the 
uneven distribution of wealth, under th# existing indus- 
trial system, have raised most difficult problems for 
which various solutions are being proposed and are 
responsible for most -of the industrial unrest which 
prevails all over the world. It is now commonly agreed 
that without impairing the efficiency of production and 
weakening the stimulus to economic enterprise, each 
contributor to wealth -creation ought to be enabled to 
secure a decent amount of remuneration and that mono- 
polistic earnings and incomes obtained at the cost of other 
members of society, should be rendered impossible. Custom 
was long the regulator of distribution in India and in- 
equalities were suffered because they were regarded as 
natural and inevitable. But with the growing prevalence 
of modern economic conditions, competition is coming to 
play a more important part and with it a reaction in 
favour of equality and fair allocation of reward for 
services. 

203- Profit — Profit is the share in. the national in- 
come that falls to the lot of the entrepreneur or manager 
of an industry. It is often times confused with interest 
and the ordinary remuneration of labour. Profit is, how- 
ever, like rent, the excess of the selling price over cost of 
production. The marginal producer is just able to meet 
this cost, but the producer whose cost is less, derives a 
profit. In profit, as it is generally understood, there is 
always an element of wages or interest ; but pure pro- 
fits, in a state of competition, depend upon varying prices 
and costs. 

The profits of Indian cultivators are thus regulated 
by the prices of agricultural products and the peculiar 
circumstances under which they produce. In times of 
scarcity, for example, the prevalent high prices favour 
cultivators in certain localities while their neighbours are 
great losers. The unsatisfactory condition of the Ameri- 
can cotton crop will thus send up the prices of the Indian 
staple but in this case it is the middleman who is more 
55 
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likely to get the advantage than the cultivator, though 
the latter does not fail to derive some benefit Here luck 
or chance p^ays an important part ; but permanent profits 
are the resalt of permanent advantages %iid favouring 
circumstances, ’vhich are, however, discounted by compe- 
rltsoTi^ Tlie advantage of good soil, cheap credit, irriga- 
tiuna: facilities, proximity to markets, utilization of iin- 
pioved manures and implements are these factors. But 
the profits will diminish or vanish as these advantages 
are shared by other cultivators. This does not make im» 
provements meaningless because what is lost in falling 
prices, is gained in a larger output And here we are 
speaking onW of pure profits. 

Profit in this sense of a differential gain, Ijke rent, 
depends upon certain peculiar advantages, vanishing when 
these advantages vanish. It is for this reason said that 
profits may be reduced to a zero and yet an industry may 
ccntinue to be carried on. The opening up of a part of 
the country by a railway or the establisl^ent of a new 
market in the vicinity, has made agriculture more pro- 
fitable in certain localities while that advi-ntage is de- 
nied to less fortunate tracts in the interior. ’ But ordinary 
profit becomes a part of the cost of production and how- 
ever small It may be, it must be earned by all in order 
that they may carry on their industries. When the 
elements of rent, interest and wages are excluded, profit is 
the remuneration for the trouble of management. It is 
possible to find Out the residue after the shares of all these 
factor^? are deducted from the price obtained for the 
produce and it may often be nil. A cultivator who takes 
a farm un lease, for instance, pays rent, wages and inter- 
est and lamins amount In his hands which Is larger 
than what 'vo-d J l.ave ebrained If he had worked for 
and :: at ammint is his profit. If no such surplus 
Ir- a h'”' :r u -t be -alJ to have earned no profits bin cbiain- 
e.' rvly or finery wage^. 7dhere it Is not the result of 
‘t 0 V ircumstanccs, yrufit will be the reward for 
liiverurreiiC-F. superior enterprise cr efficient manage- 
ment, 
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20^. Hgricultaral Profits.— Agricultural profits 
were comparatively steady when different parts of the 
country were isolated from one another and from the out- 
side world, being disturbed only by scarcity or famine 

But now India has been linked to foreign countries by 
railways and steamers, and competition also plays a more 
important part than before in the determination of profits. 
The demand for cotton, for example, in foreign market-,, 
acts upon the price of the Indian staple, and the profits im- 
mediately go up with rising prices though they may be in- 
tercepted by midilenien as pointed out above, and may no^ 
always reach the actual producers. ¥/hile, therefore, the 
cultivator in India may get out of the soil just enough to 
maintain himself and his family after meeting the cost of 
the cultivation, consisting of interest on capital, land 
revenue or rent and so forth, the profit will be only the 
wages of labour. A cultivator working oh dry land may 
earn Rs. 16 per acre and on irrigated land twice as much. 
In certain circumstances, i;herefore, some margin will be 
left to him, which will be his profit. 

The profits of the cultivator will increase if he can 
dispose of the factors of production more economically. 
If he utilizes to the utmost the materials and implements 
he possesses and bestows all his energies and care upon 
the business, he will be able to extract a larger output 
from the soil The items of interest and rent take a heavy 
toil of the produce of agriculture and the surplus tends to 
become small. An adequate supply of cheap capital, com- 
bined with the enterprice and managing capacity of tbe 
farmer, must yield substantial profits. Improved imple- 
ments, good seed and manures and advanced methods of 
cultivating and marketing, are factors which are calculat- 
ed to make intensive farming profitable. In dry farming, 
iiiiieh has to be left to chance and cue retains are pre- 
carious. Bui even there, crrefal and jiidicimis manoge- 
meE': (.oes not go without its proper reward. 

A faruiar \vl:o possesses a large 'dotk of land enjoyii-g 
the 'reaeiic of wells or irrlgational canals and who has a 
stock of plo-ugh cattle as well 'as capital for seed and 
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manures is able to make good profit and is well oflf. But 
usually the cultivator is just able to maintain himself and 
his family with their labour, and the income from the land 
owned or leased must be supplemented by wages earned 
elsewhere and in other ways.^ Agricultural profit worthy 
of the name is obtained on irrigated land, for Instance, 
where sugar-cane and commercial crops like cotton, are 
grdwn.^ Owing to minute sub-division of land and want of 
capital, the profits of cultivation are usually very small. 
This fact is brought out in the inquiries which have been 
recently made into the family budgets of cultivators in 
different parts of the country. 

205* Industrial Profits.-The above remarks apply 
mutandis to the ordinary artisan or craftsman also: 
Those engaged in domestic industries, the autonomous 
workers, will normally be able to get just enough to main- 
tain themselves, that is, wages, unless the demand for their 
products increases and enhances prices. As we have shown 
in a preceding chapter, they may not be able even to gek 
tnesr- wages and may have to give up their callings.^ Condi- 


1 See Dv, Maun’«< Life and Labour in a Deccan Village- 

2 How veiy large the margin of profit may thus be^me I caur 
illustrate from my own experience with regard to the land round the 
c>y of Poona. Ten years ago, this land produced only a poor and un- 
certain crop of millets worth perhaps Es. 5 or Es. 10 an acre. Now the 
same land is covered from year year with a magnificent crop of sugar 
cane, and when I lefis Poona the otner day it was being sold as it stood 
cn the ground for about Es. 500 an acre. By this transformation the 
I dyat, from being a wretched starveling, ever on the borders of famine, . 
becomes a substantial yeoman eager for further improvements and 
r-Mdy to pay for all the accommodation he requires ” — Sir W. Wedder- 
burii in a Paper on Agricultural Banks in India read before the Man- 
chester Chamber of Commerce, in 1883. 

3 Taking India, as a whole, although there has been an increase 
iu fndufitrial prosperity and development in the period between the 
c-'ususes of 1901 and 1311, ccrapetition with imported articles and the 
p oductH of factoiies, organized on the latest methods and worked by 
I'uchinery, have ruine 1 many of the handicrafts, especially the hand- 
1 i )m industry and compelled people to leave theii ancestral vocations 
f ether means of livelihood, notably agriculture.’^ — K. L. Datta ' 
Be - ort on High Frie* s 
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tions created by the War. have favoured several classes of 
producers, who, in norma) times, could just make a living 
or led precarious lives, and they have enjoyed a temporary 
spell of prosperity ; but the profits of these industries must 
disappear with the cessation of the war, unless economies 
are introduced in the meanwhile or prices remain at a 
sufficiently high level. 

In the case of an autonomous producer, a master crafts- 
man employing labour, the remuneration for management 
is substantial and can be easily distinguished, though that 
is not possible in the case of a small artisan working by 
himself oi* with the help of the members of his family, 
though, of course, the element of profit may be present 
even there. Several such craftsmen and artisans, rise 
from the position of humble wage earners and become 
employers of labour and earn profits from the industries 
organized by them. They save and borrow capital and 
are able to clear a margin after paying interest and wages. 
Many such builders, carpenters, weavers, shoemakers, 
tailors, contractors and shopkeepers may be seen on every 
hand at every place. And given the necessary ambition 
and enterprise, there is much scope for profit even in indi- 
genous industries. 

The profits of industries conducted on modern lines have 
been large enough. Cotton, jute, the plantation and the min- 
ing industries have a margin left to them which has encour- 
aged the expansion of manufactures. **The number of these 
is, however, very small. The rise of prices has undoubtedly 
benefited them in as much as the price of articles produced 
by them, has in most cases far exceeded the cost of pro- 
duction.” When competition is active, the general rate of 
profit will tend to be uniform and to diminish. Capital will 
fiow into the comparatively more, remunerative industry 
and the level of prices and profits will be brought down. 
Customary profits also will be steady and in most rural 
parts in India, except when -the equilibrium between the 
supply and the demand is disturbed by an economic crisis 
like a famine or the high prices ruling in the outside 
markets reach the country side. 
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206. Dividends. — Joint stock companies afford a 
good opportunity to persons who have small amounts of 
capital to invest and who want to share in the profits of 
our large manufacturing industries. Share holders receive 
not only interest upon the money they have put into the 
industrial or trading concern, but participate in the pro- 
fits of management also. The concerns are managed by 
:-r are under the supervision of their representativeSj the 
elected directors; and shareholders are entitled to*receive 
a share In the profits. The holders of ‘ordinary^ shares are 
prepared to face the risks of loss in the hope of receiving 
stich dividends normally as will more than make good 
occasional deficits. They participate in the control of 
business, and therefore, in profits and losses. Those who 
hold * debenture ’ shares, are the creditors of the company 
and are content with a fixed rate of interest on their 
capital, which must be paid before profit is declared* They 
do not control the management and receive no profits. 
Holders of ‘ preference* shares are assured a fixed rate of 
prifit and their claim must be satisfied before a dividend 
is paid on ‘ordinary’ shares, though they are not entitled to 
receive more when the company earns more. The device 
of Joint stock companies, in this way, enables persons who 
r«vuld not conduct industries themselves, to become part 
proprietors and managers and to share in their profits 
which are an inducement to capital to flow into productive 
channels. 

The Bombay mill industry reaped a rich harvest 
ot profits when owing to the deficiency of the supply 
of foreign cloth, the level of the prices of indigenous 
piece goods rose during the war. How abnormally 
high profits may be earned by industries which . are 
placed in exceptionally favourable circumstances, may 
be best illustrated by a reference to the huge amounts 
raked in by the Jute mills during the four years ending in 
1918. The amounts of the profis given below are arrived 
at after deducting the income tax and the supertax paid to- 
Government. These huge profits were earned, be it remem- 
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bered, at a time when raw jute was very cheap and the 
Bengal cultivators suffered from low prices. 


Years. 

Net Profits. 

£ 

Eatio of Net Profits 
to paid r.p Capitel 
Per cent. 

1914 

823,000 

10 

1915 

... 4,661,000 

58 

1916 

... 6,155,000 

75 

1917 

... 4,305,000 

49 

1918 

... 10,578,000 

113 


There are, of course, ups and downs in the condition 
of these industries, and in calculating profits we have to 
take the average of a few years- The scale of profit in 
the case of the cotton industry, for example, is regulated 
by the stocks of piece goods in the market, the price of 
raw cotton, the supply of coal and so forth. But on the 
whole, in industries carried on with the assistance of 
machinery and on a large scale, the rate of profit is suffi- 
ciently high. The shares of joint stock companies are 
quoted at high figures and the share ojlders cf such 
concerns, large and small, participate in the Ind astrial 
prosperity. The market quotations go up and down with 
spe 2 ul,xtion, but at bottom they an based upon the 
market rate of interest which is a constant regulator. 
The new mills and factories which are rising on 
every side, the gins and presses and the oil and flour 
mills as also sugar-cane crushers which are being aet up, 
are evidence of the attractive profits that are earned in 
these concerns. It is also evidence of the diversion of 
industrial effort from one direction viz. the old, to others, 

^ the modern type of manufactures. 

207* Interest. — The remuneration of capital in 
India is high, and it is notorious that rates of interest are 
usurious. There is never a uniform rate of iateres; any 
where, much less in a country like India though at any 
given time there is an interest rate for different species of 
capital depending upon security and other censiderations. 
In western countries, the rate steadily went on falling for 
years till at last it has now been raised by the enormous 
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demand the War has made on capital throughout the 
world Where competition has free play and there are 
banking facilities, variations in the rate of Interest are 
rare ; but in the absence of these conditions, it rules very- 
high. It is also high where the supply of capital is iiiade* 
qiiate, and millions of British capital have thus been at- 
tracted to the Colonies and to foreign countries. 

As we shall presently show, usury is largely practised 
in India ; and though there is a strong popular feeling 
against anconsicnable rates of interest, money-lending is 
extensively done by all classes of people. Some specialise 
in the business, but the nuember of a amateurish lenders of 
money is not small. That interest is a legitimate remu- 
neration of capital wiiich is wealth not consumed by the 
lender and placed at the disposal of the borrower, is well 
understood There is nothing inherently wrong in borrow- 
ing if It is resorted to for productive purposes or to tide 
over extraordinary difficulties. The money lender like- 
wise renders a distinct service and deserves payment for it. 
We have shown in Chapter IV how important capital is 
as a factor in production and how industrial progress in 
India will be governed by the ease with which capital can 
be secured by producers of wealth. Capital will not be 
saved and accumulated unless there is inducement for 
people to do so. Interest is this inducement and money 
lenders and banks take it upon them to provide capital. 

People who want to provide for the future, save and 
invest in different securities. Those who do not like to 
take risks and are anxious for a secure income, invest in 
Government loans or loans floated by public bodies and 
deposit their money at the postal savings banks from 
which the rate of interest obtained is low. Money lending 
is a troublesome business because it involves risks and 
litigation. But it is lucrative. Most of the ordinary 
money-lending is on the security of moveable and im- 
moveable property. Mortgaging of lands and houses is 
extensively done by persons in difficulties, and several 
sowkars lend on mortgage with the view ultimately to 
acquire the mortgaged property on account of the inabi- 
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lity of the debtors to re-pay. Lending on the security of 
jewellery is regarded as the safest kind of transaction 
because the object pawned can be easily converted into 
cash. And people very often convert their savings into je- 
wellery with the express object of having with them a secu- 
rity to offer for loans. Village sowkars very often take In- 
terest from cultivators in the form of grain and the harvest-* 
ing season is the time for the collection of the amounts 
due. 

208. Sate of Interest. — With increasing security 
of life and property, with the spread of education and the 
extension of banking facilities, the rate of interest slowly 
went down. Mr. Datta’s inquiry led him to the conclusion 
that tcie rate of interest in India was steadily declining. 
He observes “ The rate of interest on agricultural ioan^^ 
varies widely in different parts of India and even in the 
same place, according to the credibility of the cultivator 
or the security offered ; thus in Bengal, it is said to be 36 
per cent.; in Eastern Bengal, 374 to 75 per cent.; in the 
Central Provinces, anything from 6 to 100 per cent., and in 
Madras 6 to 36 per cent It is, therefore, difficult to collect 
statistics to show whether the rate has increased or 
decreased. But the general belief is that the rate of 
Interest has been lowered except in some parts where 
restrictions have been placed by law on alienation of land, 
thus reducing the value of security. It seems from the ' 
evidence collected that this lowering of the rate has been 
due to increased wealth and a consequent increase in the 
number of money-lenders who compete with each other in 
reducing the rate. Co-operative credit societies have also 
doubtless contributed to these results in places where they 
have been constituted.”^ 

But as capital is shy in India, it receives a more 
liberal remuneration than elsewhere. The ordinary pro- 
ducer has no capital of his own and must borrow at 
ruinous rates of interest. Without a wide expansion of 
banking facilities and a rapid spread of education, interest 
rates are not likely to be appreciably lowered in this coun- 

1 Report on High Prices. 

56 
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^ try. The iwar has made heavy demands on capital, and 
for years after the restoration of peace, its supply will be 
inadequate and therefore interest rates will remain at a 
pretty high level. They have already taken a big jump^ 
and the tendency noticed above has been clearly arrested. 
Only a few years ago, money could be obtained for good 
security, at 4 to 5 per cent; but now 9 to 12 per cent, is 
the ruling rate for the same loans. 

The rate of interest on Government and other secu- 
rities steadily decined for many yeais and only the war 
loans have now pushed it up. The recent ten years’ bonds 
were offerded by Government at 6 per cent ; and this high 
rate has had its effect upon the general rate of interest. 
The decline in the purchasing power of money has a good 
deal to do with this phenomenon, It will take a long time 
tor the rates to go down again as they are likely to be kept 
up by the large demand for industrial capital. In the busy 
season, the rate for temporary accommodation Is nigh and 
this rate is always fluctuating. Money-lenders can always 
command a high return for their capital, and agriculturists, 
artisans, craftsmen, small traders and other needy people 
cannot borrow without paying a heavy price. There is 
an element of risk in these transactions, and the borrowers 
are very needy. Hence the prevalence of usury over 
almost all parts of the country. 

209. Hindu Law* — The prejudice against the 
taking of interest which has prevailed in all countries, is 
attributable to the fact that before the era of large indus- 
tries, money or goods were chiefly borrowed by people in 
difficulties or distress; and to demand a rew^ard from the 
debtor for his use of the borrowed amount under such 
circumstances, was naturally regarded as cruel, and there- 
fore, objectionable. In India the true nature of interest 
%vas clearly understood even in remote times and the law 
attempted to regulate its rate rather than to prohibit it 
altogether The distinction between a debt secured by a 
pledge and one unsecured^ was clearly understood, and the 
Dharma Shastras have laid down defiinite injunctions on 
the subject 
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Thus Manu says that ‘a money lender may* stipulate 
as an increase of his capital, for the interest, allowed by 
Vasistha, and take monthly the eightieth part of a hund- 
red.' ^ This means a rate of interest of 15 per cent per 
annum and is taken as having reference to a debt secured 
by a pledge. From inscriptions belonging to the second cen- 
tury of the Christian era, it is clear that the prevailing rate 
of interest was between 9 and 12 per cent . The guilds of 
those times took deposits and paid interest on them at the 
above rates. In the case of unsecured debts, Mana allows 
2 per cent, per mensem, the higher rate being justified by 
the risk involved, ‘ for he who takes two in a hundred 
becomes not a sinner for gain The rate of interest was 
also to depend upon the caste of the borrower, the lower 
the caste the higher the rate. 

Other law-givers such as IST^arada/ Bribaspati, Vasistha 
and Yadnavaikya lay down similar rules regarding rates 
01 interest of which four different kinds are mentioned in- 
cluding compound interest ; and it is stated mat besides 
the general rules, there are special rules according to the 
local usages of the country where the loan has beeii made* 
The highest limit to which interest may be allowed to 
grow and above which it is not permissible, is double fhe 
amount of the principal/ A limit of three and even eight 
times is mentioned as obtaining in certain countries. 
Varying rates of interest are spoken of as chargeable on 
gold, grain, cloth &c* Taking of interest on loans made 
through friendship, is deprecated, unless there is an express 
agreement on the point ; and even without agreement 
interest is supposed to accrue after six months. Usury is 
specifically condemned. Manu says : — “ Stipulated interest 
beyond the legal rate, being against {the law) can not be 
recovered; they call that a usurious way (of lending). 
The lender is in no case entitled to more than five in the 
hundred.” 


TLe Laws of Mann, TUI, 140 
2. Narada, I, 98. 

S This rule is known even to-day as * Damaduppat’ . 
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210. -Usury • — As in western countries, so in India, 
usury or exhorbitant and extortionate interest has thus 
always been considered as reprehensible and the State has 
eYery where endeavoured by means of legislation, to dis- 
courage it. We have shown above what is the spirit of 
Hindu law and usage in this respect. Islamic law prohi- 
bits usury altogether, and several strict Maliomedans do 
not take interest even on .their deposits in savings 
banks and on Government securities. In 1914, the 
Government of India issued a circular letter to local 
Governments on the subject of the feasibility of 
preventing the use of civil courts as an agency for 
the realisation of usurious demands by moneylenders. 
The issues raised In the letter were, (1) whether the courts 
are as a matter of fact at present compelled to give effect 
to unconscionable contracts and to enforce the payment of 
inequitable and extortionate demands ; (2) whether, if the 
answer is in the affirmative, this abuse of the authority 
of the courts has attained such dimensions that it is 
expedient to take steps to remedy it ; and (3) in what 'man- 
ner it can be prevented without engendering consequences 
more prejudicial to the interests^of those concerned than 
exist at present 

"I 

The main remedies, the letter went on to state, for the 
suppression of usury, were perhaps the following : (1) the 
fiwng of a legal maximum rate of interest reooTerable ; 
(2) the determination of a legal maximum amount of 
interest recoverable, commonly known in India as the rate 
of Damdupat, and (3) the bestowal of authority on the 
courts to go behind a contract, re-open a transaction, 
and reduce the rate of interest to what is' thought 
to be equitable. The third line of action has been 
•embodied in the English Money-lenders’ Act of 1900. 
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The Government of India anticipated and stated the 
various objections that might be raised against the under- 
leaking of any legislation on these lines, For instance, 
it was contended that it would interfere with private con- 
tract, that it would increase litigation and harrass the or- 
dinary operations of trade and that it would be ineffective. 
There was much force in these objections, and the results 
of the operation of the Deccan Agriculturists’ Eelief Act, 
have not proved very satisfactory. The Government of 
India itself wisely observed, in its letter, however, that it 
would not be right to argue that ‘ everything is the fault 
of the money-lender and that the debtor is always a 
blameless and injured innocent.' 

Usury laws have been condemned by economists as a 
useless and undesirable interference with liberty, but this 
condemnation is based on the assumption that the loans 
rest upon the equality of business opportunity and the free 
competition of capital. “ Under such conditions,” Selig- 
man points out.' “ usury laws are futile and worse than 
futile, because they either tend to evasion or become a 
d 2 *ag on industry.” Where these conditions do not prevail 
and the lender is in a position to take an unfair advantage 
of the borrower, it is necessary to protect the latter. Laws 
in France, England, Germany and America, grant such 
protection to the borrowers, and in a country like India 
measures of this kind were absolutely necessary. As Gide 
points out, it is no more of a contradiction to allow 
liberty as regards the rate of interest, while punishing 
those who make a profession of lending at a high rate, 
than it is to allow consumers the liberty to drink, while 
punishing publicans who supply drunken men.” ^ 

2il* Usurious Loans Hct. — The question of 
affording relief to debtors in oases of unconscionable bai-® 
gains between money lenders and debtors, had been the 
subject of discussion in India fur several years, especially 
in connection with the operation and the effects of the 


1 PiiDcipIcs of Econoinica. 

2 Pilitica! Economy. 
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Deccan Agriculturists Belief Act of 1879. The Indian 
Contracts Act Amendment Act of 1899 was passed in 
view of certain recommendations made by a commission 
appointed to inquire into the working of the above relief 
Act. The attention t-f Government was again drown to 
ihc problem by the High Court of Calcutta and there was 
some discussion about It in 1906. But nothing was done 
at the time r.n the ground that circumstances weie not 
favourable to legislation. The question could nor, how- 
ever, anally rest there, and as pointed out abovej the 
Government cf India consulted the Local Governments in 
1914 with regard to legislation for the protection of debtors 
from extortionate creditors. 


The proposals having been raceived with favour,, the 
Government of India at last brought in a usu^y bill, based 
upon the ideas referred to above, before the Supreme 
Legislative Council in September, 1917. The object of the 
measure was approved on all hands and the passage of 
the bill through the Council, was not a difficult matter. 
The bill, it need not be repeated, was based upon ‘ the 
principle of giving the courts authority to go behind a 
contract, to reopen the transaction, and to reduce the 
interest to an equitable amount.’ It became law on 2nd 
liiarch, 1918. It is to be seen what ameliorative effect 
the Act will produce upon the large class of helpless 
debtors which exists in India. The needs of the poor 
borrower are inexorable and he quietly submits to the 
extortions of the professional money-lender whose trade 
is not likely to be much affected by the rigours of 
the law. 


The usurer will flourish so long as he secures easy 
victims. The ignore nt, the needy, the extravagant and the 
uufortuncca are the people ..-a whom he fastens and fattens, 
.^ohasnsksto r'a: ,'.s La deals with persons wL;. have 
.i.tlo .rBcariiy. Ins pno.ic must be prolocfeU i,om ^hese 
■niryit's b it the mist onactive method of oveiooiuin ■ Jie 


ti 1 £ ' f r i u ill - 


Cl 


:liicaiion. 


, V " tiirll: and 

idiBg nuans hjr borrowing at rea^oEabla rales of in- 
terest The classes who save and lend, must receive due 
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renumeration for their trouble and sacriSce. This re- 
muneration need not, however, he exorbitant and its rate 
will decline with the increase in the supply of loanable 
capital. Well-oganized banking, cO'-operative and joint 
stock, will go a long way in bringing down the rates of 
interest and to emancipate the poor and helpless, classes 
of workers, agriciiituraUi cr otherwise. It will, at the same 
rime, provide facilities lo those who will save, to earn a 
secure income from their savings. 
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EEFEEENCES, 

Systems of Land Tenure in various countries, (COBDEK CLUB 
Fcb^ication) ; The Fifth Report from the Select Committee of the’ 
House of Commons on the affairs of the East India Company ; JOHN 
* Br GGS : Present land tax in India ; JAMES Caiki : Report on the econo- 
mi ‘ condition of India ; Baden Powell : Land systems of British India; 
R. C. Dutf . India in the Victorian age ; India under early British Rule; 
and Onen Letters to Lord Curzon on famines and land assessments in 
Indi t ; Government of India’s Resolution Om land revenue policy} 1902 
G. V, JosHi’s writings and speeches; S, C. Ray : Land Avenue Admi- 
nistration in India; Report on the Administration of the Bombay 
Presidency, 1911. 

212. Rent from land. — Having' dealt, in the last 
Chapter, with shares in the national dividend appropriated 
to business organization and capital and reserving for the 
next Chapter, the consideration of the remuneration re- 
ceived by labour, we shall proceed to the consideration of 
the share of the remaining participant in production, viz. 
land. The word * rent ’ is used in common %>arlance to 
connote the price paid-for the use of a thing e. f. ,a house, 
a machine or a carriage. But more often it is ^.wsociated 
in the popular mind with the price paid or obtained for 
the use of land. This income from land is independent of 
the returns received for the capital invested or the labour 
expended, and the theory which explains the emergence 
of land rent is famous in Political Economy. Pure econo- 
mic rent is the income received by the owner of a property 
as a result of tbe advantage it enjoys in the matter of 
situation, productivity or other qualities, over other pro- 
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perties and is not earned by either the capita’ or the 
labour of the owner, ^ 

This character of land rent, the limited supply of land, 
the national and economic importance of the food and raw* 
materials land produces, the social effects of the possession 
of land by a certain class in the community, — all these 
factors have invested the question of rent with a peculiar 
interest. How land is held and owned, how it is hired 
out, how its produce is distributed and how the community 
is affected by land laws and land rent, are questions which 
have raised difficult problems in all countries. Schemes 
of land nationalization and of a single tax on land, have 
been discussed and the heavy taxation and absorption by 
the State of ‘unearned increment’ have been advocated. 
It is, therefore, necessary to deal here with the question 
of the land tenures which prevail in India, particularly 
because agriculture is the predominant industry of this 
country and the welfare of the mass of the population 
depends on the systems of land tenure and the share of the 
rayats in the produce of the lands they cultivate. 

213. Hiring oirt Land.— The proprietor of land may 
either lease it to farmers and tenants or may cultivate it 
himself. If the land belongs to the community, the Gov- 
ernment is the proprietor and leases it to tenants, who 
pay rent to it. If private individuals are proprietors, they 
receive the rent from their tenants. Where the first 
system prevails there is complete nationalization of land 
which is the ideal of many socialists, who regard land* 
lords as parasites. The second system prevails very 
largely in England where the bulk of the land is owned by 
private proprietors. Hence the agitation in that country 


1. “ Bent is due to natural variations in soils, or to the varying 

advantages given to sites, not by the owners of the sites, but by toe 
distribution of population and the means of transport. If the payment 
of rent were stopped, the fertility of good soils and the convenience of 
good sites, would not diminish ; for the rent receivers did not create and 
do not maintain that fertility and that convenience ’’—Henry Clay : 
Economics, 

57 



450 


INDIAN ECONOMICS, 


against unearned increment and the nationalization of 
land. Thirdly, the proprietor may cultivate the land 
himself, and France is the classical example of -this sys- 
tem which also prevails in America, It is a system which 
is highly praised by economists and^is held up to the imi- 
tation of nations where tenants cultivate the lands of 
proprietors. 

Under certain circumstances, farm tenure is econo- 
mically beneficial and socially unobjectionable. If the 
landlord takes interest in his land, puts capital into it 
and improves it, the fact of its being let out to a farmer 
cannot be urged as a disadvantage of the system. But 
such landlords are few, and generally land is neglected 
and tenants are oppressed. In the hands of the peasant 
proprietor, on the other hand, owing to ‘the magic of 
private property,’ land becomes more productive and from 
the point of view of the peasant as well as of society, this 
is very desirable. Even where land is hired out, the 
Metayage system, — under which the rent is payable in 
kind instead of in money and consists in a proportion of 
the crop instead of being fixed for a term of years, — is 
preferable. 

More has perhaps been written about tb» ^sterns of 
land tenure in India than in any other couiftry, and it is 
after a prolonged and elaborate ' investigation and discus- 
sion that the rights of various parties such as the State, 
and the different grades of landlords and of tenants, have 
been determined with anything like precision. For more 
than 125 years, these questions have been debated, and 
even now the controversies are not at an end. Many held 
and hold to day that the State in India is the universal 
landlord, and therefore the land revenue received by 
Government is not a tax but is a* rent which a i^oprietor 
may claim from his tenants. They, therefore, f^l that 
land nationalization, which is only a distant and perhaps 
an unattainable ideal in other countries, is an accomplish- 
ed fact in India except in those places where the Govern- 
ment has deliberately conferred the proprietorship of lands 
upon individuals. It is, therefore, usual to exclude land 
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xevemtie from the calculation of the amount of the burden 
of taxation that falls upon the people, as it is supposed to 
constitute rent which tenants have to pay to the landlord 
‘Whether he is a private individual or the Government. 

State^Laiiidlordiisiii* — State landlordism in 
India is not a mere theory ; it underlies the land revenue 
policy of Government in actual practice. If the State is 
the landlord, it is entitled to take away, the whole of the 
rent, leaving to the occupant the ordinary profits of agri- 
culture which in practice may amount to bare subsistence 
and little more. Land rent is not always pure economic 
Tent, being sometimes more and sometimes less than it, and 
Government in India, though it considers itself as the 
universal landlord, does not presume to take the whole of 
the rent but only a share of it. 

It is not officially denied that the portion of the in- 
come from the land claimed by the Government was ex- 
cessive and that the State demand was steadily moderated.^ 
Lord Cornwallis’s Permanent Settlement proceeded on the 
principle that the State was the proprietor of the soil. In 
that capacity it renounced its rights to a progressive share 
in the rental of the land. But it was the rent which was 
renounced; it was not revenue^ Mr. Wilson told the 
Legislative Council in 1860 that ‘land revenue could only 
be regarded as rent,’ and Mr. James Mill spoke in 1831 of 
rent of land in India having always been considered the 
property of Government, Though few* have the hardi-hood 
now to reiterate the theory of state landlordism in all its 
nakedness in the face of its repudiation by authorities like 
the Court of Directors of the British East India Company, 
the Secretary -of State for India and responsible officials 
and others who have studied the question closely, the land 
tevenue policy of the State is actually animated by the 
exploded belief and veiled references are made to it from 
time to time.^ 

1 See Govemment of India’s Besolution on Land Bevenne Policy, 
1902. 

2 Sir Louia Mallet. 

3 See G. V. Josbi’s Writings and Speeches, page 573. 
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The assertion is found repeatedly made that land has, 
in. the East, belonged to the sovereign from time immemo- 
ila.. and that the British Government in this country only 
accepted tne principle and followed the practice of the old 
triers, having stepped into the shoes of the latter. The 
".survey tenure’ it tne Bombay Presidency is described as 
tje right ot occupancy of ‘Government land’ continuable in 
perpetuity on payment of Government demand and trans- 
terable b.v inheritance, sale, gift or mortgage without other 
restrictions than the requirement to give notice to the 
cUithorities John Briggs' has examined the subject a 
great length and combated the assertion about the State 
being the universal landlord in the East. He observes 
‘"The preceding portion of the book has, I trust, proved 
'.iat the i'ccupant of the land alone was its sole proprietor; 
rr.at the demand on him for contributing to the support of 
the State,^ was a sort of income tax, viz. a limited portion 
L. ihe produce of his estate and that this portion was fixed 
in the time of peace but liable to increase in time of war 
and that under ail circumstances, it left a certain surplus 
rrorii to the awner, equivalent to a rent. Moreover, I hope 
I have escablfthed that the sovereign never claimed to be 
rae proprietor (J£,the soil, but of the land tax he collected 
through local agehts and expended it in such a way as 
the Government thhpght fit.” 

In a despatch to the Secretary of State, dated 8th 
June, 1880, Lord Lytton’s Government observed “ We- 
do not accept the aa£yjracy_of the description that the 
renure ( of land imlndialwSsTltat of cultivating tenants 
•'Vith the power to mortgage the land of the State and that 
.and is Che property of Government held by the occupant 
as tenant in hereditary succession so long as he pays th?- 
Government demand. On the contrary, the sale and mort- 
gage of land were recognized under the native Govern- 
luants before the establishment of British power.. ..-It has 
been one of the great objects of all the successive Govern- 
ment of India since the days of Lord Cornwallis, if not to 
create property in land, at all events to secure and fortify 


lTh« Land Tax in India. 
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-and develop it to thentmost. The Government undoubted V 
is the owner of a first charge the amount of which is ^Ised 
by itself on the produce of all revenue-paying land in 
India; but over the greater part of the Indian Emphe 
it is no more the owner of cultivated land than the owner 
of a rent charge in England is the owner of the land upcn 
which it is charged. If the charge is fixed so high as to 
leave nothing for the cultivator, such a maintenance 
will keep him from deserting the land, it may of course te 
said eit'-'er f’at property in la d oes not exist or that It 
is worthless.’* 

The old rulers never claimed to be the proprietors 
of the lands of their subjects, and for the expenses Jt 
Government took a ertain < efined share of procuee 
of the fields, estimated at from one-tenth to one-sixth. The 
Mahomedan kings followed this practice and sometimes 
may have raised the share to one-third. So long as the 
tax was taken in kind, the system was most elastic, and 
in fact, the actual collection was adjusted to the yield. 
Even when in later years the grain share was commuted 
into money payment, the same elasticity was maintained 
and Government rarely worked up to the standard rates 
laid down. 

215. alleged Hindu Theory .-"Property in land in 
India, as elsewhere, vested in private individuals, is not, 
of course, complete and is subject to the superior right of 
the State. But many people who want to make out that 
the Government in this country already owns all land and 
that land nationalization which is the aim of socialists in 
other countries,- is here, an accepted fact, rely for a deci- 
sive authority for their view, upon stray references to 
the subject in ancient Sanskrit works and the land tenure 
system which prevails in Native States, We refer below 
to the opinion of Baden Powell in this connection. Mr. 
Tincent Smith, for example, has taken great pains, in his 
History of India, to prove that land’ has belonged to the 
ruler in this country from time immemorial. He quotes a 

1 The Oxford HiBtory of India, page 90. 
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remark of Abbe Daboi to the effect that in Malabar alone* 
has proprietory right been preserved intact and that every 
where else the soil belongs to the ruler, the cultivator 
being merely his tenant. 

Mr. Smith also cites the testimony of a commentator 
of Chanak5>a*s Arthashastra, who declares that those who- 
are well-versed in the scriptures, admit that the king iS' 
the owner of both land and water, and that the people can 
exercise their right of ownership over all other things^ 
except these two. But he altogether ignores the fact that 
the whole chapter in which the remarks comnented upon 
occur, is devoted by Chanakya to the description of the 
duties of the Superintendent of Crown Lands, who, he says,, 
‘shall employ slaves, labourers and prisoners to sow the 
seeds on crown lands which have been often satisfactorily 
ploughed/ It is but natural that rent shouId|>e taken by 
the king^s Superintendent for the cultivation of crown 
lands from the tenants who are set to work them for want 
of an adequate supply of labourers working for a wage. 

Mr. Vincent Smith proceeds to state that Kautilya 
appears to endorse the view of the commentator of his 
book alluded to above because of his instructions to the 
king that ‘ lands prepared for cultivation shall be given to 
tax payers (Karada) only for life (ekapurushikani) ’ ani 
that ‘lands mar be confiscated from those who do not 
cultivate them/ But again, Mr. Smith does not care to^ 
consider the connection in which the above instructions 
are given by Chanakya. The chapter in which the author 
of the Arthashastra is represented as having supported 
the state proprietorship of land, is entitled ‘formation of 
villages’, and at the very outset states how ‘either by indue- 
ing foreigners to immigrate or by causing the thickly 
populated centres of his own kingdom to send forth the 
excessive population the king may constiuot villages 
either on new sites or on old ruins/ This is obviously a 
deliberate creation of royal villages in which the ruler 
may rightly claim to be the owner of lands and it does, 
not prove the state ownership of aU lands. 
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As a sesult of his careful and extensive study* of the 
land revenue question Mr. Baden Powell has deduced the 
conclusion that the theory about the state-ownership of 
land in India, is untenable. Despotic kings, divinely ap- 
pointed to rule over the earth, could, of course, claim the pro- 
prietorship of any body’s land or even all land. But this 
was a despot^s fiat and not a legitimate claim. Mr. Hopkins^ 
who holds the interesting view that *the king owned the 
land, but did not draw rent from iV asserts that there was 
a gradual tendency in India, which can be traced in legal 
literature, to regard the land of the peasant as belonging 
to him entirely and to resist the king’s despotic claim to 
proprietorship Brihaspati speaks of the king’s taking 
away a man's land as if it was a natural calamity which it 
was no use complaining about but which had to be meekly 
submitted to. But he goes on state : — *‘When land is taken 
from one man by the king actuated by anger or avarice 
or using fraudulent pretext, and bestowed on a different 
person as a mark of his favour, such a gift is not consider- 
ed as valid.” Why is not such a gift valid if all land 
belongs to the king ? The law-giver, however, proceeds to 
observe : — ** When (however) land is taken from a person 
enjoying it without a legitimate title of ownership, and 
given to a worthier person, (the latter) must not be de- 
prived of it.” ^ 

216* Right of Proprietorship.~The British officers 
who were confronted with the task of revenue management 
in Bengal in the last quarter of the IStli century, were 
totally ignorant of the old system of land tenure and of 
taxation. They were confounded with the chaotic condi- 
tion into which the province had been thrown and the 
conflicting claims which were put forward to proprietor- 
ship of land. Old records were searched and scrutinised 
and different systems of assessment and colleotion were 
tried. But the confusion continued and at last Lord 
Cornwallis felt that there was only one way out of the 


1 India, Old and New, page 225 

2 Brihaspati ZIX, 18, 22, 23. 
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difficulty and it was to recognize the hereditary landlords, 
collectors and farmers of revenue viz. the Jamindars, as 
proprietors who were to be held responsible for the pay- 
ment of the dues of Government. 

Baden Powell has given an extremely interesting 
account of the different ways in which, in the course of 
history, rights of proprietorship developed in the differ- • 
eut parts of India. The old rulers levied a tax on all 
lands except those which were deliberately exempted ‘ 
from it viz., lands possessed by court favourites or peT^ 
sons who were rewarded for their services to the state, or 
religious institutions. Jahagir and Inam lands were of 
this class. Lands really belonged to those who or whose 
ancestors had cleared and reclaimed them. But in the 
vicissitudes of fortune, in times of foreign invasion and 
civil wars, these proprietors were dispossessed and were 
reduced to the condition of tenants. These conquerors were 
themselves later on made to give up their ownership when 
another wave of invaders or immigrants came, and they 
became tenants of a superior kind. 

Old princes and chiefs who were thus brought under 
subjection, were often, as a matter of policy, continued in 
possession of (heir lands on condition that they collected 
and piid into the public treasury the tax levied upon their 
tenants, deducting and reserving a certain share thereof 
for themselves. Farmers of revenue and revenue officers 
of Government often made the lands, whose revenue they 
collected, their private property. Leaders of turbulent and 
restless tribes took advantage of the confusion of the 
times and also became proprietors. Several families of* 
Jamindars and Talu^dars thus came to have a share in 
the produce of the fields cultivated by inferior holders and 
tenants. They and village leaders were recognized by the 
British Government who settled with them what they 
were to pay to the State out of the rents they received. 

2I7« Different Tenures. — The first two generations 
of British rule in India were spent in experiments in land 
revenue settlement In Bengal the State dealt directly 
with landlords, and the tax levied on them w'as made per- 
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inanent This sysfcem w^as also adopted in north Madras. 
But in the North-Western Provinces, proprietors of large 
estates, Mahals or villages, Jointly held by them in certain 
shares, were recognized and a lump assessment was 
levied on the rents received by them. In the Punjab land 
was generally held by peasant proprietors living in village 
communities, each village collectively paying the land tax , 
which was revised at each new settlement as in the North- 
Western Provinces. Government in Madras was inclined 
to recognize such village communities they found In 
existence there though the ties which bound the proprietors 
of land were not, like those in Northern India, ties of 
blood and common ancestry, supposed or real, but ties of 
a long residence in the same locality and of common 
interests. But the village community was there not 
recognized and was broken up when the Rayatwari system 
was introduced in the Madras Presidency. 

In the Madras Administration report of 1855-56, rayat- 
wari is thus explained: — “Under the rayatwari system 
every registered holder of land is recognized as its pro- 
prietor and pays direct to Government. He is at liberty 
to sublet his property or to transfer it by gift, sale, or 
mortgage. He cannot be ejected by Government so long 
as he pays the fixed assessment and has the option 
annually of increasing: or diminishing his holding or of 
entirely abandoning it.’* The system in Bombay is also 
rayatwari and the so called ‘occupant’ is as much a pro- 
prietor of his land as his brother, the Jamindar of Bengal, 
the only difference being that in the case of the latter, the 
land tax is perpetually fixed whereas in the case of the 
former, it is liable to enhancement. “ In Madras, the 
Government itself has stated that the distinguishing 
feature of rayatwari is the-Iimitation in perpetuity of the 
-demand of the State on the land. The rayats have thus 
all the advantages of the Zamindari tenure while the State 
has a valuable reserve of waste land, whence as culti- 
vation extends, its resources will be augmented so as to 
meet the increasing demands on its finances which the 
progress of the country will entail: and in practice this 
58 
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leading principle of rayatwari has never been infringed/ 
But this principle of rayatwari is not observed in Madras 
and Bombay, and at each periodical revision the land tax 
is screwed up on the implied principle that the State is 
the landlord and is entitled to receive an increasing 
amount of rent from its tenants, * 

Three points must hhie be noted :“(1) The person 
with whom the State has settled its land revenue is the 
proprietor of the land, be he a Jamindar, a village com* 
munity or a brotherhood or a peasant cultivating his own 
land an 1 in whatever manner the right of proprietorship 
may have been acquired. Cases of cultivators who have 
taken Government land, waste or otherwise, on lease^ on 
specific conditions, are, of course, exceptional - There may 
be inferior proprietors under them or proprietors having 
superior rights over them. The status and the rights of 
these have been now settled and their shares hav^e bee a 
fixed ; (2) except in Bengal and a part of Madras, 4he tax 
levied upon the Jamindar, the Joint village, the brother- 
hooi, the Malguzar, and the Talukdar, is subject to a 
periodical revision ; and (3) in the case of landlords and 
Joint village communities, the tax is a certain proportion 
of the rental or net assets, and in the case where the 
State deals direct with the actual cultivator, the tax is 
supposed to be a share in the net produce of each field. 

318. Effects of the System.— The economic signi- 
ficance of these features of the principal systems of land 
tenure in India lies in their effect upon the condition of 
the agricultural industry and the cultivating classes. 
Where a Jamindar, a Talukdar, or a Malguzar has been 
recognised or created by Government to stand between 
itself and the tiller of the land, the State takes a certain 
well-defined share of the rent received by that landlord 
from his tenants, say 60 per cent. Such a large share 
could be Justified on the ground of State proprietorship 
of land, but if it is a tax, it appears to be comparatively 
loo heavy. In o^es, as in Madras and Bombay, where- 
the State deals direct with the cultivators, the State 
is supposed to step into ,the -position of the landlord 
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and to take a portion of the economic rent from them. 
If the Government is not the landlord, its revenue is not 
rent, and this land tax of 50 or 60 per cent, and more,— 
at one time and in certain areas, it was avowedly 
as high as 70 per cent.— must have proved a crushing 
burden upon the agricultural industry and cannot but 
have acted prejudicially upon the condition of the people. 
What is more, the burden is liable to increase at every 
settlement because the State as landlord claims a share 
in the increasing net produce of the land. It is entirely 
due to the increased demand for India’s staples abroad and 
by facicories in this country and the high prices which have 
ruled in the market, that the borne by the land 

revenue to the gross agricultural produce, has considerably 
declined and the resultant benefit has accrued to the land^ 
lord and the cultivator subject to the deduction that must 
be made for the higher cost of production. 

The bad effects have been felt by the rayats for genera- 
tions, and the State was itself moved to soften the rigour 
of its system. The latter fact is alone a sufficient con- 
demnation of the system of land revenue under which the 
State presumes to take rent from cultivators in its capa- 
city of universal landlord. The system has become out of 
date and must be radically altered. But so long as the 
principle of State iand-lordism is there, animating the 
fiscal policy of Government, mere palliatives will be of 
no use. In the matter of other industries, if a tax tends 
to fall on capital and to hamper their development, the 
State is called upon to and does refrain from imposing it 
The agrioulcural industry, however— -the premier industry 
of the country — one which is admittedly in a deplorable 
condition, is exposed to a heavy tax which maj amount 
to the whole economic rent or even may eat into the layats' 
wages earned in that industry or by outside work. In liis 
minute on Indian land revenue, Sir Louis Mallet remark- 
ed:—'* On the one hand, we* see a system whici- sweeps 
into the coffer of the State fifty per cent, or mo»*e of the 
net produce of the soil, thus diverting a fund which, in. 
countries where private property is absolute, would, to a 
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great extent^, find its waj back again into cbaniieis of 
agricultural improvement. But the amount of the produce 
thus diverted is not only large— it is also uncertain/’ * 

Dr. Gilbert Stater is one of the most recent and the 
most emphatic exponents of the theory of land revenue 
being a rent in India. He maintains that the State is a 
part owner if not the full proprietor of all land except in 
cases where it has itself parted with its rights. Thus ac- 
cording to him, when the State takes Rs. 10 out of the 
Rs. 50 which a pattadar, derives as economic rent, the 
State is really ‘taking none of the income that belongs 
to the Pattadar, but instead, Is allowing him to appropriate, 
in addition to the I|K 35 which is the utmost to which 
he had any equitabr^.^ claim, a further income of Rs. 15 
which by right belongs to the people of the country in 
their collective capacity/^ We frankly recognize the 
legitimacy and the reasonableness of the State taxing the 
landlord or the cultivator like any other class of people for 
the benefit of the community ; and what should be the 
incidence of the tax on landed income and on unearned 
Increment, is a question open to discussion. But the claim 
of the State to share in the produce of land in its capacity 
as the landlord, cannot be admitted, because that claim 
would entitle Government to lake 'the whole amount of 
the economic rent which rightfully [belongs to the culti- 
vator-proprietor of land. Nor does the consideration that 
Government takes a steadily decreasing proportion of the 
gross produce as revenue, prove anything beyond the fact 
that it used to tax the rayat heavily and now feels the 
justice and the neccessity of relieving the burden of the 
cultivator. 

The old rulers did tax the land, but never set them- 
selves up as the proprietors. They took one-sixth or one- 
eighth of the gross produce and the tax was taken in kind. 
Metayage prevailed largely in India as it prevails in 
certain parts to-day, and was very advantageous to the 

1 See JDiiit's *‘OpeB Letters to Loid Curzon”, pages 184-185. 

2 Some South Indian Villages, page 238. 
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cultivator. The Government took as a tax a share of the 
grain actually produced, and this tax varied according to 
the quantity of the yield. The commutation of the pay- 
ment of corn into money payments and the rigidity of 
revenue collection, deprived the system of all elasticity 
and made the lot of the cultivator harder ; and thus was 
it that sympathetic and careful students of that syste m 
like James Oaird, felt inclined to suggest a restoration of 
the old Matayer system. Taking the system as it was, 
Mr. Oaird also recommended the conversion of the rayat’s 
tenure into a free-hold. He wrote “ Whilst the majority 
of the Indian cultivators may indeed find it necessary to 
adhere to the Native principle of continuous tenancy, a 
Government such as ours in India, should offer every 
facility for changing the tenure to free hold, both because 
it can be done without loss of revenue and when done and 
in the process of doing, that change would enlist the will- 
ing help of the most numerous and most industrious 
classes in improving the yield of the land and unite their 
interest with that of the rulers through whom their pos- 
sessions would be assured.’ 

219. Reform Needed. — A flourishing and contented 
peasantry is the backbone of a nation, and agriculture 
may be described, at least in India, as a key industry ; 
and it is necessary for the State to pursue a policy which 
will promote the economic well-being of the cultivating 
classes. It is for this reason that a peasant proprietorship 
is favoured in all countries. That is also the reason why 
a moderate assessment of revenue, which will not be en- 
hanced for a pretty long period, if not a permanent settle- 
ment of it, has been recommended to Government ’ If 


1 Dntt’s “ Open Letters to Lord Curzon.” 
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tliere is an outcry in England against land*lords and their 
unearned increment, the conditions there are quite differ- 
ent from those in India, and the policy of the British Gov- 
ernment in ameliorating the condition of the Irish tenantry 
is an example in point John Briggs writes “ We have 
but one alternative, and that is to acknowledge, in the 
first place, the fallacy of that doctrine which Assumes a 
right to take the whole surplus profit from the land-holder, 
and to recognize the opposite maxim that the more which 
is left in his hands the greater will be his means to contri- 
bute to the national wealth, and consequently to the 
public revenue.”^ 

But if the State does not, in its capacity of land-lord, 
take rent from the rayat, some one else will, as rent must 
be paid for land. No. If the cultivator is the real pro- 
prietor, the Mirasdar,^ as in the Deccan, under the ‘ old 
rulers, he has no rent to pay, though he may pay a small 
land tax. The bulk of the agricultural profits will remain 
4o fructify in his pocket. Is not the cultivator, however, 
■extravagant and is it not better that the surplus produce 
should be taken by the State to be usefully spent on 
social improvements? We leave this argument to , Refute 
itself. It will take us into the realm of the theory of 
taxation but, at any rate, it knocks the bottom out of the 
theory of State land-lordism. If the cultivator is extra- 
vagant, the artisan, the craftsman, the labourer, are all 
equally so, and if in a general and equitable system of 
national taxation, the cultivator must pay a land tax at a 


1 The Present Land Tax in India. 

' 2 The Mirasdar was the freeman of the \iliage, bis land was her- 
itable and transferrable and he held at a fixed agsesiment, though tinder 
the Mabratta Government he was liable to demands on sccotml: of extra 
cesses. In former times the name of the Mirasdar carried some degree 
of distinction with it, and the position was regarded as an enviable 
one....... The most remarkable incident of the tenure was that it was 

ncrainally at any rate not subject to forfeiture for default of revenue 
paymen# or even for the abandonment of bis village by the Mirasdar 
unless he was absent for a longer period than thirty years. — Selections 
f fom the Records of the Bombay Government, No. DNXIV — New Series. 
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certain rate let him be made to pay it by all means. But 
"then do not regard him as a tenant — an occupant of 
^Crovernment land paying rent to the State. 

It is also urged that the value of land is steadily going 
up and that it is an indication that the burden of the land 
tax is not heavy* There is so much subletting of land in 
the country, it is contended, and the under-tenants can 
afford to pay rent to the occupant of land and maintain 
themselves decently ; land revenue is likewise paid with- 
out any difficulty : — ^all which goes to show that the 
rayatwari and other Indian systems of tenure do not press 
on the agricultural classes. Land and rental values have 
indeed risen in many parts of the country, and the 
assessment to be paid to Government, is found to bear a 
smaller ratio to the rents paid to landlords, being from \ to 

The information given in settlement reports and col- 
lected in the course of village inquiries, shows how matters 
are improving in this regard ; but the increased cost of 
production and the enhancement in revenue effected at 
each resettlement rob the cultivator of the benefit result- 
ing from high prices. The competition of people who 
have no other means of subsistence and who have 
overcrowded the agricultural industry, is probably more 
responsible for this phenomenon than any thing else 
in may parts of the country while the higher prices 
now-a-days fetched by land produce are an important 
factor elsewhere. The immobility of population, the 
dignity which is associated with farming, the prevalent 
notion that land offers a superior security for investment, 
are also causes which are present in varying degrees in 
different places. The Indian cultivator again is not to be 
compared with the English or American farmer, armed 
with capital and carrying on his industry on a large S3aie. 
The prevailing high prices during the past few years have 
certainly benefited several cultivators, and lease-holders 
have been paying higher rents to landlords. 

2S0. Protection of Tenants. — While, therefore, 
it is necessary that the theory of State-landlordism should 
be given up, peasant proprietorship should be encouraged 
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and the land tax should be moderated so as to leave more 
in the hands of the cultivators, it is equally necessary 
that the interests of tenants and subtenants who pay rent 
to private landlords, should be properly safeguarded. ‘ The 
State has a duty to perform as much towards the tenants 
of the Jamindars and other landlords whose rental it 
shares as towards the peasant proprietors, %e rayats^ 
whom it directly taxes. When Lord Cornwallis settled 
witu the Bengal Jamindars and made the tax they had to 
pay permanent, he expected not only that the payment of 
State revenue would become secure, but also that the land- 
lords would improve their estates and that the condition 
of the tenants under them would steadily become betterJ 
But these expectations were not fulfilled and the state of 
the Bengal tenantry continued to be deplorable for two 
generations. 

The land tax in Bengal was pitched sufficiently high, 
being nine-tenths of the rental, and as it was permai|.ent- 
ly fixed, the tenants could not pay their dues to the land- 
lords and the Zamindars could not meet their obligations 
to the State. The tenants had little protection against ex- 
actions and were harshly treated. Security of State revenue 
required that the Zamindars should be enabled to collect 
their rents from their tenants with ease ; otherwi^^ they 
would not be in a position to pay the land tax to Govern- 
ment Eegulations passed in 1812 and 1822, gave little 
relief to the tenants, and one important duty of the State 
which ought to have been discharged early in the last 
century and which practically formed a part of the general 
policy of the Permanent Settlement, was neglected. 

Tenants, all the world over, require protection against 
landlords, and it is extended to them in the form of fixity 
of tenure and fair rents. While the Government of India 
dealt with the Jamindars and took as its share a certain 


1 I sboiild bope that the profits of the jSiinind.aa would in time 
exceed this preportian (nme-tenths of the rental) by a due attention to 
the improvement of their lands and the encouragement of their 
jBayata.’^-John Shore. 
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portion of the rental, it left them to collect whatever 
rents they could from their tenants. For a long time the 
status and rights of diiferent kinds of tenants in the 
various Provinces had remained in a condition of uncer- 
tainty. Inquiries were, however, made, and in the course 
of the latter part of the last century, the position of the 
tenants was defined and their rights were secured. This 
is a piece of work done by the State, the importance of 
which it is impossible to overestimate. 

As we have already pointed out, landlord rights had 
grown up in a variety of ways, and it was no easy task 
to determine the landlords’ relations to the different kinds 
of tenants. A wave of immigrants came into a province 
and reduced the landlords there, the descendants of the 
first settlers, to the position of tenants. The latter had 
rights, however, which were superior to those of the other 
cultivators who came later. Thus there were in Bengal 
the .Talukdars and Tenure holders who occupied a specially 
favourable position which had to be recognized ; and the 
Khod-khast rayats or those who cultivated the lands where 
they resided, were, therefore, given leases without any 
limitation of period as against the Pykost rayats or those 
who cultivated the land of villages where they did not 
reside, and who held their lands upon a more indefinite 
tenure* Tenants-at-will stood on the lowest rung of the 
tenure ladder. 

221. Tenancy Mcts,— It was in the year 1859 that 
the first modern Indian tenant law was made in Bengal, 
and in 1885 the Bengal Tenancy Act was passed, removing 
the defects of the earlier legislation and more elaborately 
securing the status and privileges of all classes of tenants. 
‘*The Act provides that every rayat who has held 
any land in a village for 1 % years, acquires thereby a 
right of occupancy, and 80 to 90 per cent, of rayats have 
such rights. A small number of rayats hold at fixed rates 
of rent and the remainder are without a right of occu- 
pancy. Even the latter, however, cannot be ejected except 
in execution of the decree of a competent court, nor can 
their rents be enhanced at shorter intervals than five 

59 
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years. Th© Act was amended by Bengal Act I of 1907, 
with the object of giving greater facilities to landlords for 
the collection of rent and at the same time of guarding 
against enhancement of rent by collusive compromises, 
and removing the ambiguities, anomalies and defects 
brought to light by tw'ent 3 ^ years’ experienceiof the work- 
ing of the Act.”^ 

The Bengal Act of 1859 was extended to the ISTorth- 
Western Provinces and it gave the right of occupancy to 
all tenants who had occupied their lands continuously for 
13 years. The Agra Tenancy Act of 1901 provided that 
the change of a holding or dispossession for less than a 
year should not operate as a break in the period of twelve 
years. It also provided that a lease, unless it was for at 
least 7 years, could not bar the accrual of occupancy 
rights, the object being to induce landlords to grant their 
tenants long-term leases even if they did not wish that 
the tenants should acquire any rights. The rights of 
non-occupancy tenants also have been seo&red and if 
their rents are enhanced, they are entitled to hpld lands 
at those rents for at least five years. 

The position of the tenant in the Central it’rovinces 
is much stronger than elsewhere. There the Government 
determines, at each settlement, not only the amount 
payable to itself by the landlord, but the rent he is to 
receive from his tenants. The right of the “ absolute occut 
pancy” tenant is heritable and transferable, subject to 
pre-emption on the part of the landlord, and includes fixity 
of rent for the term of the settlement The occupancy 
tenants have their rents fixed at settlement which are 
liable to enhancement by a revenue officer at intervals of 
not less than ten years. Tue position of ‘ absolute occu- 
pancy’ tenants is special and their rights cannot be 
acquired, but the rights of the other class can be obtained 
by the payment of a premium of 1 ] 4 , years’ rental. By the 
act of 1898 the rents of non-occupancy tenants have been 
fixed at settlement and exhorbitant rents are liable to be 

1 DeceBBial keport oii the Moral and Materia! Condition of India, 

1913. 
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reduced, the right of transfer being withdrawn as in the 
case of occupancy tenants. 

In the Punjab, half of the land is cultivated by peasant 
proprietors and some ten per cent. .is held by tenants, 
who, on historical grounds, have been recognized as occu- 
pancy tenants with special rights and the remaining 
40 per cent is held by tenants-at-wiil. Occupancy tenant^ 
are protected by law from arbitrary e 3 ectment and enhance- 
ment of rent. The other tenants may be ejected or have 
their rents enhanced, but if they are ejected, they can claim 
compensation for improvements made by them. By the 
Alienation of Land Act of 1900, the Punjab Government 
sought to remedy the evil of the passing away of lands into 
the hands of moneyed classes from the possession of the 
old agricultural tribes, by imposing restrictions on 
alienatidn. 

In the Jamindari areas of Madras, the rights of 
tenants have been secured by the Madras Estates Land 
Act of 1909 which repealed and re-enacted the old Madras 
Rent Recovery Act of 1865. The main principle of the 
Act is that every cultivator admitted by the landholder to 
the cultivation of the estate lands has the status of an 
occupancy rayat who is protected against eviction so long 
as he continues to pay the prescribed rates of rent. 
Enhancement of rent is allowed only on certain clearly 
defined grounds and a non-occupancy tenant also may 
acquire occupancy rights under certain conditions. 

!!222. Sombay Tenures. — In the rayatwari tracts 
of Madras and in Bombay, the rayats are in reality, as we 
have shown above, proprietors of their lands, subject to 
the regular payment of the land tax to Government. 
There are other tenures in the Bombay Presidency besides 
the ‘rayatwari* or ‘survey tenure,’ but they are confined to 
small areas and to a small section of the population. 
There is the Inam tenure, under which Government has 
alienated a part or whole of its claims to revenue. Grants 
of full or partial exemption of land revenue were made 
by former rulers as a reward for services done or to 
be done and to religious institutions. The old Government 
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imposed the grantees a quit rent in lieu of a variable 
land tax t and ‘ Jahagirs’ and *Inams^ were granted in 
return for services to be rendered by the holders to the 
State. They have been continued on certain conditions 
and services have been commuted, in several cases, into 
money payments. The Talukdars of Gujarat are the 
descendants of old ruling families, and pay Jama to the 
Government which is either permanently fixed or liable 
to enhancement. There are also the Vanta^ Mehwasi^ 
Karicadan and Bhagdari tenures in Gujarat, under which 
the landholders pay to Government either a quit rent or 
the usual assessment. These tenures have much in com- 
mon with those prevailing in northern India and are to be- 
traced to the same causes. 

The Khots of Ratnagiri and Kolaba districts, were 
settlers of villages and collectors of revenue, on whom 
proprietory rights were conferred. The class of culti- 
vators called Dliarekaris^ who are the descendmts of old 
settlers, are not their tenants, however, and only pay the 
survey assessment, thus occupying a privileged position. 
But other tenants h^ve to pay to the Khots certain addi- 
tional amounts, and the land*Iords are responsible for the 
collection and payment of the assessment into the Gov- 
ernment treasury. In Ratnagiri this tenure is governed" 
by a special Khoti Act of 1880, which has not, however, 
been extended to Kolaba as it should have been. The 
question of protecting the tenants of peasant proprietors 
or survey occupants in the Presidency, has been under th^ 
consideration of Government, as it is felt that the rights^, 
of these tenants also requ|re safeguarding. 

There Is nowadays a tendency among the tenants 
of private landlords to show a spirit of independence 
and to resist any extra demands of a feudal character 
made upon them by their landlords who never lose an 
opportunity to raise their rents. As elsewhere, -there are* 
good landlords and bad landlords in Indla^ and the posi- 
tion ot tenants will not improve unless their relations to- 
wards these whose lands they cultivate are regulated 
by contract rather than by :custom. The relations bet- 
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ween tiie two parties have, therefore, become strained In 
several places. The inquiry into the condition of the 
tenants of indigo planters in Champaran in Bihar and 
the agrarian legislation it has recently led to, revealed an 
astonishing state of things there. The tln-hhatla sys- 
tem under which the planters compelled the tenants to 
^row indigo in certain selected portions of land, the low 
price which was paid for the produce, the exactions which 
were levied upon the cultivators under the names of 
Sharabesi and tavan, have all been condemned and the 
tenants have been emancipated from fheir condition of 
serfdom by the recent law which was strenuousiy oppos- 
ed by the indigo-planters, a majority of whom are 
wealthy Europeans. 

223* S^d6Mptioti of Rsnt. — The provisions of the 
tenancy laws are calculated to make the cultivators feel 
a sense of security and freedom and to encourage them to 
pursue their calling with greater interest. These measures 
are, therefore, economically and socially most benehcial. 
The landlords complain that tbeir rights have been invad- 
ed and that the laws press severely upon them. The ideal 
system of tenure is that which makes for efficient farming 
and creates a happy peasantry. The tenancy laws must 
be so framed and worked that friction between landlord 
and tenant will be minimised and not Intensified. In 
England, agricultural income is assessed to the income 
tax and the land tax is allowed to be redeemed, producing 
barely three quarters of a million at the present day. 
Certain important concessions and deductions have been 
allowed since 1896 wirh regard to the payment of the land 
tax. We should like to see this system introduced in 
India 

There is, likewise, an obligation upon the State to 
impose upon itself the same restrictions in its relations 
with the rayats and landlords whom it taxes, as are impos- 
ed upon landlords by the Tenancy Acts. It has, therefore, 
been suggested that the rayats should be allowed and 
assisted to. redeem the obligation to pay an annual land 
tax, and to change the tenure to freehold property, — ^at 
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least to lighten the burden of the land tax so long as this 
is not done. If land revenue is not a rent, as we contend^ 
there is no question of the redemption of a rent charge by 
the payment of a capitalised amount. All income from 
land must be taxed subject to exemptions which are 
allowed under all good systems of taxation. Similarly 
with regard to private landlords, it has been suggested 
tbac the State should encourage and facilitate the re-- 
demprion of lent and other charges paid by the rayats to 
the Jamindars and revenue free and tenure holders. 
This is the direction which agrarian reform should 
take if a prosperous, sturdy and contented peasantry 
is to be created out of the present thriftless and poverty 
stricken mass of cultivators.^ We shall refer to this 
question again in the Chapter on Taxation. 

It is sufficient to remark here that land should be held 
in such a way that the tenure will promote social well- 
beirg. The ultimate justification of private property in 
such a socially, economically and politically important 
form of wealth and instrument of wealth-production as 
land, must rest upon national utility. Eve^ those who 
favour the nationalization of land and other forms of 
capital, have to concede the necessity of maintaining the 
X}rivate property of small, autonomous producers. The 
growing tendencies towards democracy in India will mean 
a weakening of the position* of landlordism and capital- 
ism. But it is not correct to say that land nationalization is 
already in existence in India and that this country is in 
advance in that respect of Great Britain, v r that the In- 
terests of the country lie in regarding the land of cultiva- 
tors as state property. The problem indeed is not easy. If 
land passes into the hands of non-cultivating classes, agri- 
culture is likely to be neglected, but it will be equally ne- 
glected or will be inefficiently carried on if the cultivators 
are men without capital and enterprise. Land will pass to 
those who save from those who do not and cannot save^what- 


1 Bead ** Pmssian Land Legislation and the Bwgai Ten» 

ancy Bill ’’ in hi- Essays on Indian Economics. 
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ever measures the State may take to prevent this transfer. 
Lord Cornwallis, it was believed, brought English ideas 
into this country, unsuited to its peculiar conditions. It was 
thought proper that English landlords should be supported 
so that they might supply senators, sages and heroes to the 
nation. In India, however, it was stated, ‘ we do not want 
generals, statesmen and legislators — we want industrious 
husbandmen The State has, however, to guard against 
the danger of having neither an opulent nobility nor a 
sturdy yeomanry. That is the problem to be faced. 
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224 . Remuneration of Labour — As rent 'is the 
remunerafion of tiie landlord and interest thal; of the 
capitalist^ wages are the remuneration of the labourer. 
Wages are a price paid for the use of labour as rent and 
Interest are prices paid for the use of land and oapitaL 
In the last Chapter we considered the dependence of the 
condition of the cultivator on the system of land tenure ; 
in this we have to point oat the mutual relation of the 
system of industrial organization and the condition of 
workmen. The cultivator or tenant, whether he owns his 
land or not, is a sort of industrial manager if he manages 
the business of the farm and employs workmen on it and 
his profit is conditioned by the nature of the soil, the capi- 
tal he can command and the rent he has to pay to Govern- 
ment or another landlord. If he works in the field he owns 
or takes on lease, or labours on the farm of another, the 
remuneration he obtains is the wage for his labour. The 
craftsman and the artisan have the same double capacity* 
From the economic and social points of view, the question 
of wages is important on account of the fact that on the 
condition of the wage-earner depends not only the 
efficiency of wealth-production but the well-being of the 
bulk of the population and therefore the whole community. 

In practice, it is often difficult to distinguish the 
share appropriated to labour from that obtained by other 
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factors of production. In agricultural and non-agricultiira! 
industries where the workman combines in himself the 
characters of organizer^ labourer, landlord and also capi- 
talist, the reiauneration due to each one of these agents* 
it is not easy to point out Bat such a workman must 
receive at least the wages of his labour; otherwise, he will 
starve or give up his work. Under the modern system of 
industry, the autonomous workman who manages his own 
industry^ has tended to d^.sappear and a distinct class of 
labourers or wage-earners ha^ arisen which has nothing to 
do with organization and management and which is confin- 
ed to the job it is employed to execute. The factory system* 
under which the employer <=‘ugage5 and controls hundred* or 
^ven thousands of workman, has created a cleavage bet- 
ween the two, and the class conflict has become very acute. 
Those who command capital, command and control labour ; 
and it is felt by workmen that their share in the joint pro- 
duct, Is deliberately and selfishly kept low by the em- 
ployer. 

It is contended on the side of the employers that wages 
must be determined by the supply of and demand for labour 
and that they cannot be artificially raised. Strikes Jiicl 
labour agitation for higher wages, are, from this point of 
view, futile and suicidal. On the other hand, the wage- 
earners plead that employers take a disproportionately 
large share of the joint product and that they must be 
forced to give up their ill-gotten gains. Labourers, there- 
fore, organize themselves, and by means of collective 
bargaining, which is substituted for individual bargains, 
so disadvantageous to workineu, extort higher remunera- 
tion and better conditions work from the employers 
The State has passed laws for their protection, and system-" 
atic attempts are made to decide disputes between capital 
and labour by conciliation and arbitration. In the con- 
tract between capital and labour* the latter is certainly at 
a disadvantage and hence the need of piotecting and 
strengthening its position. 

225. Pusitiosi ill India. -It is not, however, onlj- 
the question of the amount of wages and the conditions of 
work in factories, that is at issue between employers and 

60 
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workmen. The latter are claiming a share in the manage«- 
ment and control of indastry, and the very wage syoteni 
is being challenged. The socialists* demand for th^: 
nationalization of the instruments of production, means 
nothing less than a revolution in the existing economic 
organization, and the claim to fewer hours of work and 
higher wages, is only a palliative that must serve only till 
the radical cure can be applied. The factory system, with 
the evils associated with it, gave rise to the labour move- 
ment and supplied the strongest justification for the growth 
of socialism. The movement has now become international 
and a world movement and India has been'swept into its 
orbit by the unrest created by the war and the attention 
focussed upon the condition and rights of factory iabpor 
in this country. The last International Labour Conference 
was attended by representatives of Indian labour, of 
course, nominated by Government ; and with the growth 
of the factory system, western conditions are being 
reproduced here in respect of the struggle of workmen to 
attain their legitimate position 

The war has given a tremendous stimulus to the labour 
movement in this country and capitalists and employers 
have already sounded a note of alarm. They maintain 
that much of the unrest and discontent prevailing among 
the working classes is due to the mischievous incitement 
of busy-bodies who do not care to realizcj the difficulties of 
the position in which they dabble. Such outside interfer- 
ence is certainly in evidence in several strikes of workmen 
but under the circumstances it is inevitable. As labour 
is organized and trained it will be able to take better 
.care of itself* Such organization is proceeding apace and 
organized labour was not slow to convene an All India 
Labour Conference and to ask that its representative on 
the International Conference and PermanentLabourOffice 
should be elected by the workers themselves and should 
not be nominated by Government. 

It is, of course, obvious that economic and social 
conditions in India are different from' those prevailing 
In western countries and therefore the solutions of labour 
problems proposed by the international conference must be 
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modified in their application to India. The draft conven- 
tion drawn up at the Peace Conference recognized this fact 
and allowed for the differences In industrial, climatic 
and other conditions. Indian labour will, however, legiti- 
mately demand that subject to this differentiation, it must , 
have its rights recognized and must be accorded a fair 
and just treatment.^ 

226. ehief Features of the Problem.— In 
considering the problem of wages and of the general 
condition of workmen, we have to fix our attention upon 
(i) the wage contract, (2) the rales of w’-ages obtained by 
different classes of workmen, (3) the factors which govern 
these rates, (4) the conditions in which labourers have to 
work, (5) the safeguards the State has provided for the 
fair treatment of workmen and measures taken for en- 
suring their safety, good housing and health, and (6) orga- 
nizations of workmen started and conducted to protect and 
promote the interests of members and to ameliorate their 
economic and social condition. Unless all these questions 
are carefully studied, it is impossible to obtain a correct 
idea of the condition of vrorkraen and the measures which 
are necessary to improve it 

It used to be long stated that the labour or wages 
question in India was not as urgent or difficult as it 
was in other countries, that the supply of labour was 
plentiful and cheap and that the relations between em- 
ployers and workmen were satisfactory. What the 

‘‘ I need haidiy say that the gieat diversity of \>hysk'al conditsons 
affecting employment in India, the lack of education among workers, 
and consequent low standard of comfort ind absence of organization, 
the usnnlly poor physique of Indian labour, and its inability to con. 
centrate effort over a shorter wording period, the preponderating im- 
portance of agriculture and the lack of -jpecializatioii and skill among 
industrial workers rendei it impossible to traxiaiate propositions which 
are accepted in western countries as natural into terms applicable to 
India, or to devise "any formula which will convert the Indian factors 
into W stern equivalents.... ..But, while we recognize this, w© believe 

that there is a quickening consciousness throughout the country generally 
that the existing state of affairs is unsatisfactory and unworthy of 
India’s political aspirations.” — Lord Chelmsford’s speech in the Supreme 
Legislative Council, 3rd September^ 1919. 
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statement was perhaps intended to convey was that the 
factory system had not yet established itself in this country 
to such an extent as to create a large discontented class of 
wage-earners crowded in cities and at the mercy of employ- 
ers. The bulk of our workers are indeed autonomous 
producers, cultivators and handicraftsmen, and a very 
small proportion are mere receivers of a wage. Most of 
them live in villages and small towns, and their wages are 
regulated by custom. But this state of things is being 
fast modified on account of a general rise of prices, the 
extension of the means of communication, the increase in 
the number of factories, the decay of old indigenous indus- 
tries, and a growing tendency towards migration* And the 
condition of factory workers in industrial centres and on 
plantations has not at all been satisfactory. Being ignorant 
and unorganized, they and other labourers were docile and 
contented with their lot and little disposed to grumfcle and 
fight for their rights. This produced a false impression as 
to the general condition of Indian labour, which is now 
being rapidly dissipated. Labour conditions vary from 
province to province and industry to industry to ^such an 
extent that it is difficult and dangerous to generalise in 
this matter. But there are many points which are common 
to particular classes of workers in the different parts of 
the country. An attempt will here be made only to indi- 
cate roughly the position of labour in relation to the points 
n<^ted above. 

22T . LaboEr € ontraet • — A contract for the hire 
of 'abour between the master and the servant and between 
the industrial employer and the workman has been recog- 
nized in India from ancient times by the usages and laws of 
the country and it was enforceable by the rulers- The 
injunctions of the old Hindu lawgivers which orystalised 
prevalent customs, are clear on the question of the agree- 
ments relating to wages ; and employers .and labourers not 
performing their part of the agreement are* made liable to 
'fines. Slaves appear to have been common and were em- 
ployed to do dirty work. 

Slavery has long disappeared but a system which is 
akin to serfdom is to be found in several rural areas* The 
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condition of the labourers is deplorable and they serve' 
their employers on a mere pittance, One also comes across 
forced labour orbegar and vefha in the caseoflowerclasses 
of workers.^ This old feudal system Is, however, rapidly 
disappearing and the development of society from status 
to contract, is very rapid. Village economy has been dis- 
organized and the customary relations of different classes 
and castes towards one another, are changing. The 
practice of unpaid customary labour is dying out, and the 
urban and modern system is taking its place. The 
Government of Bombay, for example, state in their Eesolu- 
tion on the Land Revenue Administration Report for 
1908-09, that “in the Surat District, the Anavala Brahmin 
is losing the services of his haiis or hereditary serfs, and 
everywhere customory tasks at customary wages are 
giving way to full contracts.” 

An attitude of independence on the part of labour is 
everywhere visible and particularly in cities and in centers 
of commerce and industry. Labourers have become con- 
scious of their importance and of their place in industrial 
economy, and the growing demand for their services has 
largely contributed to this result. Domestic servants and 
unskilled labourers show this tendency as much as factory 
workers and artisans. A sort of a wage-earners’ contract 
is becoming common and the workers insist upon its terms 
being strictly observed by the employers. Factory Acts 
have laid down certain conditions of work and imposed 
obligations on the employers, and workmen have realised 
that they have rights on which they can. take their stand. 

Another factor that must be borne in mind in this 
connection, is the constancy or otherwise of employment. 

1 If a poor raan required Ba. 100 to enable him to g-et mirried or 
to clear himself from debt, he would mortgage bis service for a period 
of about five years and receive » is Bs. 100 in advance ; while the mort- 
gagee was bound to feed him during tlie period of service. Many of 
the Deshmukhs, Deshpandes, and rich landholders engaged labour in 
this way ; and the practice conisued in some degree to quite recent 
times. In the days when land was available for all, however, :it would 
have been only the very poorest who would niortgage their labour in 
this way, or even engage themselves as yearly tenants,’^ — Keatinge i 
Rural Economy in the Bombay Deccan, page 67. 
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When the labourer is bound by contract, he has the 
advantage of continuous e'nployment, though his ^wages 
may be low. Agricultural labourers and workmen eiigaged 
In industries which work only daring certain seasons, like 
ginning for instance, are thrown out of employment at the 
end of the season* The living of most unskilled labourers 
is, therefore, precarious and they turn from one Job to 
another and suffer when there is no work to do. Higher 
rates of wai/es must compensate them for this occasional 
loss of employment 

228. ledentnre System.— The system of inden- 
tured labour under which coolies emigrated to the Colonies 
in large numbers, has been strongly condemned as de- 
grading and demoralisng and is on the way of total 
abolition. Indentured emigration to IsTatal was stopped 
In 1911, the Emigration Act of 1908 having been suitably 
amended in 1910 for the purpose at the instance of the 
late Mr. Gokhale. who, two years later, moved another 
resolution recommending that Government should “ take 
the necessary steps to prohibit the recruitment of Indian 
labourers under contract of indenture, whet^r for em- 
ployment at home or in any British Colony.” * Objection 
having been taken to his comparison between the .system 
of indenture and slavery, Mr. Gokhale replied ‘ It is true 
that the system is not actual slavery, but it is also true 
that it is not far from it. The contract is not a frea contract. 
You have here the right of private arrest, just as they had 
in the case of slavery. Moreover, the labourer is bound to 
his employer for idve years and he cannot withdraw from 
the contract during that period. And there are those harsh 
punishments for trivial faults. Therefore, though the 
system cannot be called actual slavery, it is lealiy not far 
removed from it.” 

A strong case was made out against indentured emi- 
gration to Colonies like Trinidad, British Guiana, Jamaica 
and Fiji, and as a temporary war measure it was stopped 
early in 1917. The interests of the employers in the Coio- 
ni es have all along stood in the way, and all arguments in 

1 See Mr. Gokbale’s Speeches, psiges 004 043, 
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fa¥oar of the system such as the economic benefit deriv- 
ed by the labourers, were proved to be unsubstantial in a 
despatch sent by Lord Hardinge’s Government on 
that subject to the Secretary of State. In a despatch 
to the Government of India, dated September^ 1917, 
the Secretary of State for India remarked : — “ I agree 
with Your Excellency’s Government that any new 
system of emigration must be free from the suspicion 
of liability to the charges brought against the old system 
that it was based on fraudulent recruitment; that it in- 
volved slavery for men and that i(: resulted in the prostitu- 
tion of women.” 

The question was considered by an Tnter-Depart- 
mental Conference in London and a new scheme for a 
system of free emigrations assisted by the Colonial ad- 
ministrations was evolved. It is stated that under the 
new scheme, while all the advantages of the old system are 
retained and even improved, the emigrant labourer will 
not be bound to any employer except for the first six months 
of his stay in the colony. The difficulty of solving the 
problem lies in ensuring complete liberty to the labourer and 
at the same time, in giving him effective protection against 
fraud or ill-treatment. Under a free contract, it is pointed 
out, the position of the emigrant is likely to be worse and 
all emigration to the colonies will have to be prohibited. 
In any case, there must be no return to the indenture 
system under a new name and Government must stick to 
the principle that it is not the business of India to supply 
coolies for the exploitation of the resources of the colonies. 
With the labour upheaval which has burst out in India 
serfdom in the form of indentured labour is no longer 
possible. 

For several years an indentured labour sj stem prevail- 
ed io India itself, g. in Assam, where the tea planters 
imported coolies for their gardens from the neighbouring 
provinces. For m'ore than sixty years, ‘ questions relating 
to the supply of labour for the tea industry in Assam, the 
condition of the labourers on the estates and the enactment 
and working of special labour laws, have attracted much 
attention and have formed the subject of several detailed 
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investigatioBS by specially appointed committees/ The 
law in this matter was amended and consolidated by the 
Assam Labour and Emigration Act of 1901. This Act too 
was amended in 1908 and a steadily increasing proportion 
of the immigrant labour was engaged under ordinary con- 
tract, Government having gradually withdrawn successive 
districts in Assam from the operations of the Act of 1901 
which authorised an indenture system. 

The Assam system had two salient features : penal 
contract with the labourer enforceable through the criminal 
courts and provisions for the protection of 'the labourer. 
Coolies were* recruited through (1) contractors and (2) 
garden Sardars^ persons employed by the planters. Inden- 
tured labour has now ceased altogether and recruitment 
by contractors, which led to many abuses has been 
abolished. Labour in Assam is now free, though recruit- 
ment is regulated by law and is now controlled by a 
special Board consisting of representatives of the- planters 
and an officer of Government. 

229. Rise in Wages.- — (2) During a few years 
preceding the War, wages of all kinds of labour rose. 
The statistics available on this point, are not very 
accurate and cannot, therefore, be relied on. We have 
also to take note of circumstances which accoi^^pany the 
money wage in order to find out * real * wages. From every 
Province, however, came the report that there was a 
general rise in wages. In Madras, for instance, “the wages 
of unskilled labour have everywhere shown a marked 
tendency to rise. ..Domestic wages have certainly risen, 
and Government servants on low pay have for several’ 
years past, been granted grain compensation allowances 
...The monthly rates of wages for farm servants, however, 
followed the general rise. Wages of artisans also rose.^* 
In Burma, “during the ten years ( 1901-10 ) the translation 
from a natural to a money economy has made further 
progress. Most agricultural labour, however, is still paid 
in kind, and the field labourer’s wages as measurad in 
money have therefore risen in Lower Burma. In Upper 
Burma also agricultural wages tend to rise, owing to the 
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increased annual exodus of field labourers to Lower 
Burma.” ** In the Punjab, cash wages are steadily displac- 
ing old customary wages in kind, the process being in 
many parts already complete. At the same time wages 
of unskilled labourers and of skilled artisans have doubled 
in the past twenty years, the greater portion of the 
advance having taken place in the last ten years, and 
in particular since 1905. This increase represents an 
increase in real wages though not of the same extent as in 
the rupees equivalent, and marks the operation of the law 
of supply and demand emancipated from the dead hand of 
custom.”' These instances are typical of what is happen- 
ing all over the country. 

Mr. K. L. Datta has compiled the following table 
showing nominal and real wages : — 


I. 



Nominal wages. 

1895 

i9oo 

i9o5 

i9io 

i9i2 

Rural. 

[ 





Agricultural labourers 

io5 

125 

i47 

i7o 

1 89 

Village artisans ... 

io7 

127 


i73 

l9i 

Average ... 

io 6 

126 

l48 

i7i 

i9o 

Urban. 






Skilled labourers ... ♦.* 

io 6 

122 

i43 

i67 

i83 

Unskilled „ ... •..! 

io 8 

127 

i5i 

l77 

198 

Domestic servants ... ... i 

io4 

li7 

i3i 

i47 

159 

Average ... 

io 6 

123 

l42 

r l65 

181 

Cities. 






Skilled labourers ... 

io5 

122 

i43 

167 

i77 

Unskilled « 

io4 

123 

i4o 

j i67 

i79 

Domestic servants ... 

102 

118 

1 34 

j i49 

i59 

Average ... 

io4 

132 

i39 

i63 

i74 


1 Decennial Mora! and Material ProgiesB Heport, IPIH, 
61 
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Real wages. 

ms 

to 

1899 

i9oo 

to 

i9o4 

i9o5 

to 

i9o9 

i9io 

I9I2 

Rural 






'Aj^ricuitural labourers 

io3 

120 

123 

i34 

i38 

Village artisans 

io5 

122 

124 

i35 

i38 

Average ... 

io4 

I2I 

123 

i3S 

l38 

Urban. 






Skilled labourers ... 

io4 

Ii9 

120 

I32 

1 34 

Unskilled „ ... 

io6 

122 

125 

i35 

i45 

Domestic servants . 

100 

n6 

io8 

Ii7 1 

ri6 

Average ... 

io8 

Ii8 

Ii9 

l3i 

i33 

Cities. 


I 




Skilled labourers ... 

io5 

1 'j lis 

120 < 


l3o 

Unskilled „ ... ... 

i io4 

! ii7 

120 

I3l 

i3a 

Domestic ser\ ants ... ... 

102 

1 Il3 

III 

III 

Ii6 

Average ... 

j io5 

! 


IIS 

129 

I2S 


If different industries are taken, it will be found that 
the rise in wages was not uniform. It is Surious to notice 
that * the coolies in tea gardens appear to be in the worst 
position, as their real wages have fallen 5 per cent, below 
those in the basic period,’ though it is pointed out that 
these laboures get rice at a fixed rate, generally lower 
than the market rate. The comparative lowness of the 
wage on the tea gardens struck the committee which 
inquired into the question of Assam labour in 1906. The 
Diector of statistics observes. — “ It is interesting to note 
that the rise in the wages of industrial labour has not been 
so great as in the oase^of agricultural labourers and village 
artisans. Money wages have over long periods increased, 
in all industries, and the rise has generally been greater 
than or equal to the rise in retail prices except in the tea, 
sugar and brewing industries. An examination of Indian 
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wage statistics during the last decade shows that this is 
certainly fehe labourer’s day/’ ^ 

The rise in wages can, of course, be beneficial to 
labourers only when the prices of their neossaries of life 
have not gone up in proportion, or the general ‘purchasing 
power of the money wages has increased. If the field 
labourer is paid in kind and food grains become dearer, he 
obviously benefits ; but if he has to purchase food with his 
money wages, the increase in wages must be greater than 
the rise in prices. The factory labourer may have to pay 
more for rent, food and clothing and he may be none the 
better for enhanced wages. * In Bengal,’ we are told, ‘ the 
labouring classes were not much affected by high level of 
prices. The great majority are field labourers, who are 
mostly paid in kind. Their wages remain the same, but 
the value of grain has risen. When they are paid in cash, 
their wages have increased, notably in Bengal, where the 
supply of labour is frequently short of the demand.’ 
Many factors have to be taken into calculation, therefore, 
in estimating the effect of higher money wages upon the 
condition of the labour. 

230* War and Wages.— An unprecedented in- 
crease in wages is one of the effects of war conditions 
combined with the famine of 1918. The demand for 
labour was large during war time and prices of the neces- 
saries of life were steadily rising. The cost of living 
reached a level at which it threatened to stand perman- 
ently. At any rate all classes of labour found it impos- 
sible to support life on the prevailing rates of wages. The 
general averages of index numbers computed on the rates 
of wage-earners in different industries during January of 

I Review of the Trad® of India in 1913-14. 
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each year from 1915 to 1918 as compared with the pre-war 
period are given below 

Movement of Industrial Wages. 


Induistries 

1914 

1915 

1916 

1917 

1918 

Cotton, Bombay 

100 

103 

103 

106 

129 

Wool, Cawnpur 

100 

112 

108 

117 

118 

Mining (coal) Bengal. 

100 

100 

100 

108 

116 

Tea, Assam 

100 

102 

103 

109 

119 

Brewing, Punjab 

100 

101 

109 

121 

130 

Jute, Bengal 

100 

101 

100 

101 

103 

Paper, Bengal 

100 

99 

99 

99 

100 

Rice, Rangoon 

100 

o 

o 

100 

100 

100 

The famine vrhich prevailed 

over 

large 

parts 

of the 


country in 1918 and the continued scarcity and high 
prices of certain necessaries of life, caused a demand for 
increase in wages everywhere. (.There were numerou.s 
strikes all over the country for a rise in wages and the 
demand had be conceded. The wages of domestic ser- 
vants and of agricultural labour had to be increased all 
round, and the salaries of Government and private ser- 
vants had to be considerably advanced. The rise in wages 
came after the rise in general prices. The successful labour 
strikes for wages show how workmen were driven by the 
intolerably high host of living to prefer a demand for an 
increase and how employers could ,not refuse to comply 
with it, 

231. ©attses of the Rise.'— (3) The law of de- 
mand and supply is, of course, a great regulator of prices 
and among them of the prices of labour. Workmen of a 
particular class may be in greater demand at a time and 
naturally their wages must go up. That is certainly one 
of the causes of the recent rise in wages in India, and it 
is intensified by the immobility of labour and, therefore, 
by a lack of competition. The available supply has also 
diminished owing to deaths due to plague, which 
alone has carried off nearly a crore of people since its 
advent into this country. And the havoc made -by infiui- 
enza in 1918 told visibly upon the supply of labour. 
High mortality among labourers has thinned their ranks 
and it seems to be an important factor in the situation. 
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A general rise in prices is another cause of the in- 
crease in the scale of wages, Economists have diccussed 
various theories concerning wages, such as the cost-of- 
production theory, the wages-fund theory, the standard- 
of-life theory and the productivity theory of wages. ITone 
of these theories is satisfactory by itself, though each one 
of them contains some truth, and they are complementary 
to one another. Wages will rise if the wealth produced 
by a community increases owing to greater efficiency or 
the application of more capital. But the workmen must 
be sufficiently organized and intelligent to secure their 
proper share of the increased out-put of wealth. Similar- 
ly workmen come to have a certain standard of life which 
steadily improves and necessitates the payment of a 
higher wage. 

Higher prices and increasing wants regulate the 
remuneration workmen must receive if they are not tied 
down by custom. Generally wages lag behind prices 
and gradually overtake them. Take, for instancef the 
case of an unskilled labourer in a city like Poona. 
The normal daily wafee of such a labourer twenty five years 
ago was four annas. But at that time, Bajri used to 
sell at 16 seers and rice 10 seers a rupee ; house rent was 
low, vegetable oil sold at 4 seers per rupee and, on the 
whole, necessaries of life were cheap. Now the labourer 
seldom gets 5 seers of Bajri, 4 seers of rice and seers of oil 
per rupee, and it is no wonder if he demands 12 annas a day 
as his wage. Indian labour is now being better organized 
and is becoming more intelligent, especially in large in- 
dustrial centres, and its desmand for higher wages in 
response to dearer living, can no longer le ignored. In 
Bombay, Ahmadabad, Madras and many other places the 
strike weapon has been successfully used to extort higher 
wages. 

231. Factory Life . — ^As to (4) conditions of vfbrk 
they depend upon the kind of industry in which the 
labourer is engaged. Work in the field is, of course, the 
best from the point of view of the labourer’s health, and 
though village sanitation in India is far from satisfactory, 
life in the open air and in cottages or small houses is 
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preferable to residence in over-crowded tenements in cities. 
There is doubtless much sweating in some of the home 
industries, but on the whole, there is greater freedom 
enjoyed by operatives engaged in indigenous industries 
of the old type. 

It is machinery working in stuffy rooms in the midst of 
noise and constant bustle, and the continuous strain which 
labour in factories and workshops imposes that tell upon 
the health of the operatives- The autonomous worker is 
his own master and he and the members of his family, who 
may have to work long hours, have still the consciousness 
of independence and enjoy an amount of liberty which is 
denied to the operatives working for a master. The latter 
have to toil at their wearisome task and their lot is pften 
hard. The social effects of the factory system on labourers 
are very detrimental, especially when women are employed. 
There is no one to look after the children left at home and 
the domestic life of the operatives is rendered miserable. 

The jobber supplies labour in several Indian mills and 
acts as a middleman, This system frees the employers 
from all worry about the supply of labour, |pt it places the 
workmen at the mercy of an unscrupulous person bent 
upon personal gain. Wages are not paid weekly as in 
England and operatives have to borrow to satisfy their daily 
requirements. Wages are ususlly kept in arrears and are 
paid weeks after they are due. Children are made to work 
in factories when they should live a life of freedom in the 
open air, and this leads to the physical deterioration of the 
young generation of working mem There is no* home’ for 
workmen when their wives have also to work in factories. 
The health of children must suffer under these conditions. 
The position of artisans, like the carpenter and the mason, 
is far better; their wages are high; they enjoy great liberty 
and their work is not so taxing. 

233. Factory Hcts.— (5) It. was, therefore, to the 
factory operatives that attention was early directed, and 
experience of western countries led the State to legislate 
for their protection. As textile and other factories on 
modern lines multiplied in the country, conditions of work 
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in them had to be ooBtrolled in the interest of the operatiTes. 
The latest piece of factory legislation is the Indian 
Factories Act of 1911 which repealed the earlier Act of 
1881, amended by the Act of 1891. This last Act provided 
for the fencing of machinery, and for the promulgation of 
rules as to water supply, ventilation &c. The hours of 
employment for women and children were prescribed 
and the appointment of inspectors of factories was pro- 
vided for. 

The increasing use of electricity in the Bombay mills 
made it possible for the operative to work for 14 or 15 
hours a day, and the industrial boom of 1904-5 made such 
excessive hours of work notorious. On hearing com- 
plaints of such abuses, Government ordered an enquiry to 
be made into the question by a committee in 1S06 and by 
a commission which reported two years later. The 
maiority of the commission deprecated any limitation of 
the working hours of male adults. But they recommend- 
ed the creation of a class of young persons ” between 14 
and 17 years of age who were not to work for more than 
12 hours a day, thus indirectly limiting the hours of work 
for adults to 12. The Act of 1911 shortened the hours of 
children’s and women’s work, and as the evil of excessive 
hours of work was found prevalent in textile- factories, it 
restricted the hours of employment of adult males there 
to 12 hours a day. 

This provision about the limitation of hours of work 
was regarded as extraordinary, and as an unnecessary 
encroachment upon individual liberty. Some mill-owners 
indeed welcomed the restriction as calculated «to prove 
beneficial to the operatives and to enhance their efficiency 
But others strenuously opposed the innovation as injuri- 
ous to the interests of workmen as well as to those of em- 
ployers. It was said that the evil complained of was not 
widespread ; that the operative did not want the limita»» 
tion of hours ; that they worked willingly for a longer 
time as they obtained higher wages for the additional 
work ; that the work did not put an excessive tax on the 
health qr the energy of the workers ; and that the agita- 
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tion in the press for restriction was misleading and not 
entirely unselfish. | 

In the course of his remarks on the Factori# Bill in 
the Viceregal Council^ the Hon%le Mr. Dadabhoy present- 
ed the following portrait of the Indian factory worker : — 
“ The Indian operative is not capable of concentrated 
or continuous labour or of prolonged and sustained 
effort. He is by nature not disposed to take his work 
seriously ; he has an incurable habit of spreading the 
work he has to perform over a long period of time ; he 
invariably works in an easy, careless, perfunctory 
manner ; he must needs loiter in the midst of work, and 
he, as though intuitively, makes up for prolonged hours 
of work by being slack during no inconsiderable portion 
of his routine work. His work is done neither with 
strenuousness nor alacrity and compares most unfavour- 
ably with the standard enforced in European countries.’* 
The Indian factory labourer has produced the same 
impression upon visitors from foreign countries. But his 
laziness and lack of concentration did not justify excessive 
hours of work at noisy, nerve-racking machines in the 
midst of surroundings that were bound tell upon his 
health. And the accounts which were published, of the 
conditions in which the mill hands lived and worked and 
earned their wages, could not but excite ’ the sympathy 
of the public ; and, in the long run, it was felt, the em, 
pioyers themselves were bound to suffer owing to a loss 
of efficiency in their workpeople. Factory owners are 
not, however, inclined to look ahead or feel for their 
labourers as they feel for their profits ; and though there 
are honourable exceptions, this is the usual conflict of 
interest between capital and labour. 

234« Labour 0tgaiii2^atioiis« — (6) Labourers in India 
have been, until recently , almost absolutely unorganized,^ 

1 3rd. January, 1911. “ 

2 For the present the condition of the Indian working man is 
wonderfully like that of the English working woman. He does not 
mimtmd his own ^sition well enough to enable him to act efEec» 
lively, Only ^the faintest glimmer of Trade Unionism is streaking Ms 
horinon with light, *.-J# Eamsay Macdonald 2 The Awakening of India. 
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ignorant and unenterprising. The Indian factory worker 
does not usually settle in or near the industrial centre ; 
be has his ancestral home and patch of land, perhaps 
the property of a joint family, to which he returns 
during certain seasons of the year. He supplements the 
family income by his wages as a factory operative 
A proletariat is being steadily formed in this country; but 
it does not yet consist, as in the West, of landless men 
who have made crowded cities their homes and who have 
little to draw them away to the village. This is. from one 
point of view^ a satisfactory feature of the workman's 
life ; but from the point of view of the work in the factory, 
it leads to disorganization and waste, “ The employer of 
labour in this country, " it is said, therefore, “ is wholly 
at the mercy of his operatives.” 

We used to hear, now and again, of small strikes 
among factory hands but the use of this weapon was 
neither systematic nor sustained. The strikes among 
factory workers at Ahmedabad and postmen in Bombay in 
1918 showed how a substantial increase of wages could be 
obtained by concerted and sustained action on the part ot 
mill hands and also how employers could resist extra- 
vagant demands by means of organized opposition. The 
strike was long only a mild way of ventilating grievances 
and there were no labour organizations behind the work- 
men most of whom are illiterate. Neither employers nor 
workmen, as corporate bodies, had made satisfactory 
arrangements for the performance of functions which, 
trade unions in the West have taken upon themselves.^ 

During the past few years, however, systematic efforts 
have been made to organize labour and labour unions were 

1 The ]obber ia still the master of the situation and finds it to his 
interest that there should be frequent changes among the bands.”— 
Collector of Bombay, reviewing Report of the Chief Inspector of 
Factories in 1912, Mr. J. Ramsay Macdonald thus described the situa- 
tioE*-“ One finds this industrial class swarming in over-crowded coolies’ 
lines, sometimes regiment id by an overseer to whom the workers owe 
their Job and who in consequence demands commissions from them, 
sometimes living in ordinary working class parts o£ the town undei 
exceptionally hard conditions.” 

62 
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first started in Madras, The movement has now spread and 
different classes of work€rs,in different parts of the country, 
are being organized in unions. It will take some time before 
they assume the shape and the functions of labour organiza- 
tions in western countries but they are clearly moving in 
that direction. An All India Labour Conference, convened 
to elect a representative for attending the international 
labour conference, is a significant move and shows the 
trend of the movement in India. 

235* Employers’ Oaty. — A few conscientious 
employers are trying to provide good houses and other 
amenities of life to their workmen and education to their 
children; and the arrangements made in this connection are 
satisfactory. The example must, however, be widely copied, 
and employers must realise that action in this direction is as 
much in their own interest as in that of the working men._ 
2^0 one would like to have here the labour Iroubles that 
have now become a common chronic feature of industrial 
life in the West. But the remedy for this does not lie in 
keeping workmen ignorant and unorganized; it lies rather in 
timely measures taken to avoid the mistakes and to prevent 
the evils of the West. The time seems to be coming when 
the Indian workmen Will appreciate the remark of a leader 
of Western labour that “one with an experience of the 
West must look upon this commercial |)hilanthropy with 
grave misgiving, whatever immediate iWnefit it may be to 
the workers.” ^ 

In the face of the illiteracy that prevails in the coun- 
try and of the apathy on the part of workmen as well as 
employers, the solution of the problem is very difficult. 
The operatives are at the mercy of jobbers and money- 
lenders t o whom they are driven by ignorance,^ extrava- 

1 J. Ramsay Macdonald. 

2 It shonld always be remembered that the Indian iabonrer must 
be led and not driven. He is not as is the inhabitant of western lands 
consumed by the desire to rise in the world- The caste and joint family 
system hold him back and he is content with the same simple fare and 
surroundings as his father had before him. If dissatisfied with 
conditions of work in the town, he will make no complaint but go back 
to Me village life,” — Fremantle; Report on .the Condition of Laboi^ 
in the United Provinces, 
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ganoe and vice. DisorganizaMon of the old social and 
economic system and illiteracy are the two principal 
obstacles in the way of the promotion of the well-being of 
the working classes. The problem must be tackled from 
the two ends, the employer and the workpeople. The 
-employers in their own interest, have to organize the sup- 
ply of labour and promote its efficiency. The labour 
population in towds is a floating population and employers 
are not sure if their money would be usefully spent on its 
improvement But it is pointed out that if life In the 
centres of industry is made more attractive than it now is. 
the workmen may be induced to live there, more or less 
permanently, in spite of their attachment to the village 
home and lands. The proper housing of factory handi;, 
the education of their children and a general improvement 
in the conditions of work in factories, are directions in 
which reform is required. There has already been much 
talk about these questions, but there are only a few 
isolated instances of employers who have taken them up 
seriously. On the whole, there is apathy and lack of 
concerted action in these matters. ^ 

In other countries there are splendid organizations 
of workmen, and they have now won for themselves an 
important place in public life. Their action is both bene- 
ficent and militant. The trade unions help their members 
in a variety of ways and try generally to improve the 
position of the working classes. On the militant side also 
they have won success, particularly in lessening hours of 
work and increasing wages, and the State itself has come 
to the assistance of the labourers by making arrangements 

1 In the Tata Iron and Steel Works at Sakchi, up-to-date and ideal 
arrangements have been made for the housing and the general comfort 
of labourers. But even at Jamshedpur there was recently a strike 
on a large scale which indicated the advent of new conditions. 
Employers of labour in several cotton mills and other factories are 
also making similar provision. ‘Welfare funds’ have thus been started 
in connection with certain mills in Bombay and large amounts taken out 
of profits are to be utilised in promoting the well-being of the opera- 
tives. Dispeoaries and grain shops are attached to factories and chawls 
have been erected in the vicinity of mills for housing workmen. 
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for old age pensions, insurance against sickness and dis- 
ablement. There is unfortunately a tendency among 
workmen to go to extremes in the matter of strikes and 
here they have lost public sympathy which is their great 
asset. 

Unskilled labourers and women are, as a rule, at a 
disadvantage and have to be content with low wages and 
unsatisfactory conditions of work. But coolies in docks 
and other places where great physical strength is re- 
quired in lifting and carrying about heavy loads, earn high 
wages. In India, labourers are scattered, except in large 
industrial centres, and concerted action is impossible in 
their case. The old caste organizations are unsuited to 
lactory life as in factories there is a promiscuous mixing 
up of people of different castes. The lives of operatives 
have to be adapted to their environments so that they may 
try to improve them. Even where workmen are In numbers, 
they are helpless, withoutleaders andfvithout organization. 
Spread of education among them will alone enable them 
to understand their rights and to make efforts to improve 
their condition. 

The lot of the labourers engagd in factories, mines, 
railways and on plantations may be improved by the 
beneficent action of far-seeing and sympathetic linployers, 
as much as by combined pressure brought to bear upon 
them by the operatives. In agriculture and the other 
indigenous industries in which the bulk of the Indian 
labourers are engaged, combined action on the part of 
workmen is not to be expected and only the good sense of 
the employers must be trusted to ensure satisfactory* 
conditions of work and decent wages. There is a large 
amount of casual labour employed in these industries, alid 
its wages are determined by the number and the needs of 
the workmen. The employer will usually give his labourers 
just enough to enable them to keep body and soul together 
and they are often at his mercy. Such labour is lazy and 
careless and dear even for low wages. i 

236. Housing and Sanitation.— Workers in fac- 
tories, in mines and on the plantations form a small part of 
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the total labour force of the country. The condition of 
factory workers has attracted greater attention because it 
is more conspicuous and it involves the evils of modern 
industrialism. But there is no reason to suppose that 
workmen engaged in other industries are better off, tnough 
there are in their position certain compensating eircuiii- 
stances present. Now that labour is being organized and 
is prepai'ing to take the problem of improvement in Its 
own hands, it may be expected that progress in the direc- 
tion of higher wages, fewer hours of work, sanitation, 
housing &c., will be steadily kept in view and systematic 
efforts will be made to achieve it. 

That the efficiency of Indian labour is lo'cr and that 
the Indian workman is content with a very low standard 
of comfort, is admitted on all hands. It is stated that 
the Indian workman, speaking generally, takes advant- 
age of the greater earning power given to him by increas- 
ed wages to do less work, and shows no desire to earn 
more money by working more regularly or by improving 
his own efficiency.”^ The Industrial Commission made a 
careful inquiry into this aspect of the labour problem and 
was inclined to take the view that ‘the remedies fur this 
state of affairs are a rise in the standard of comfort 'and 
an improvement in public health \ Education, improved 
housing and a general policy of betterment, in which an 
organization for the care of public health must play a 
prominent part, are the means suggested to attain the 
desired end. Shorter hours of work, facilities for amuse- 
ment, provision of cheap shops for the sale of articles of 
everyday consumption, co-operative societies^ are some of 
the principal measures that must be taken to bring about 
a substantial improvement in the condition of factorr 
labour. 

The housing problem is one of the most urgent that 
must be tackled in this connection. Conditions in this 
respect vary from province to province. In cases where 
factories are situated at a distance from towns, decent 
housing accommodation can be conveniently provided. 

1 Eeport of the Indian Industrial Commission, Chapter XVL 
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Blit in places where factories are located in thickly popu» 
lated areas and in places where cheap and sufficient land 
is not available, housing conditions are unsatisfactory. 
CTOvernment and local authorities* must co-operate with 
employers in securing suitable sites for erecting factories 
and housing workmen. The duty of providing sanitary 
houses cannot be thrown entirely on the shoulders of 
employers, though the latter cannot escape their responsi- 
bility in the matter. Some enlightened employers have 
been alive to their duty and housing and other arrange- 
ments made in certain mills and factories are worthy of 
imitation elsewhere. 

The position of Bombay city with reference to the 
location of mills and housing, is peculiar. A few of the* 
‘ chawis’ occupied by factory and other workers, are the* 
worst that can be imagined. The report of the Industrial 
Commission describes them thus :^*‘The rooms, especialy 
those on the ground floor, are often pitch dark and possess 
very little in the way of windows ; and even the small 
openin s which exist, are closed by the inhabitants in 
their desire to secure privacy and to avoid the imaginary 
evils of ventilation. The ground floors are usually damp 
owing to an insufficient plinth ; the courtyards between 
the buildings are most undesirably narrow and, therefore, 
receive insufficient sun and air. They are also very dirty. 
Water arrangements are insufficient and latrine accom- 
modation is bad, though the latter is being steadily im- 
proved. A most insanitary smell hangs round these 
buildings.” 

237. ©ther Needs* — ^As work in factories is 
strenuous and exhausting, it is necessary that special 
measures should be taken by the employers to relieve the 
physical and the mental pressure which long hours of 
labour entail upon the operatives. The State must enforce 
the provision of these essential conditions in the factories 
If employers require legal coercion. First, as regards 
hours of work, employers now appear to be willing to 
adopt a ten hours day. The contention that the Indian 
labourer is lazy, that he is not unwilling to work for 
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tw-elve or more hours a day, and that a shortening of the 
working day will inevitably lead to a reduction in output, 
can not be allowed much weight because the existing 
conditions, are, in any case, intolerable. In order to put 
in twelve hours'’ work in the factory, the operative has to 
leave home at 5 or 5-30 A. M. and he can return at 8-30 or 
9 P. M. He has no time for recreation and leisure and life 
to him is not very pleasant. Belief is, therefore, impera- 
tively necessary even if it causes some diminution of 
output and if a reduction of the working day does not in- 
crease the efficiency of labour. 

The employment of women and children is a question 
that requires even greater attention. As the law stands, 
women cannot be made to work longer them 11 hours per 
day but here also a reduction to 9 hours seems to be called 
for ; and there are besides several questions of social and 
moral importance which arise with reference to the way 
in which women are treated and the special concessions 
that are granted to them. Children below the , age of 9 
cannot be employed in factories, and must not be made to 
work for more than 7 hours on any day. The Internationa; 
Conference at Washington very properly recommended 
that the minimum age for employment should be raised 
to 12. The minimum age for adults must likewise be 
raised from 14 to 16. There are complaints that the law 
is notoriously evaded in these matters in several factories, 
and that the inspectors are not able to cope with the evil. 
There was recently a suggestion made to the effect that 
unofficial and philanthropic agency should be allowed to 
co-operate with and supplement the work of factory 
inspectors; and though there are practicaT’difficulties in 
putting this proposal into operation, it is undoubtedly 
worth a trial. In any event, a stricter and more 
frequent supervision of factories is badly needed and the 
number of inspectors must be increased. 

238. Welfare Work . — It has come to be recogniz- 
ed as a duty of employers to make varied provision for 
the physical, mental and moral well-being of their opera- 
tives ; their responsibility does not end with paying the 
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latter their fixed V5rage and perhaps accommodating them in 
sanitary houses. The Carnatik and Buckingham Mills In 
Madras, the Tata Steel Works at Jamshedpur and a few- 
other factories have been following a very liberal and 
far sighted policy in providing houses, cheap grain shops, 
schools, recreation grounds, libraries and other amenities 
for the benefit of their work people. Philanthropic agen* 
cies have undertaken this very useful work in Bombay 
and Madras, the Social Service League taking the lead at 
the former place. These bodies of public-spirited people 
organize lectures and conduct night schools for the benefit 
of factory workers, outdoor games and trips are arranged 
for the children of the operatives and co-operative credit 
and other societies have been started for promoting thrift 
an i relieving indebtedness. 

Some employers in Bombay have shown active sympa^ 
thy with this work and are giving financial help, enabl- 
ing it to be carried on for the advantage of the operatives 
in their mills. The Indian Industrial Commission has 
emphasised the value of these activities of philanthropic 
agencies and urged the need of disinterested labours of 
private individuals and associations being bestowed upon 
the work. Such agencies, it finds, are sadly lacking, with 
one or two brilliant exceptions- The Commis|ion feels that 
ofiScial organizations, as at present constituted, are iil- 
suiced for work of this character and observes — Govern- 
ment and local bodies as well as employers, however, can 
and should assist such efforts, both financially and in other 
ways ; but the direct participation of ofiScial agency in 
social welfare work must wait until the civic sense has 
become more fully developed, and we therefore think it 
out of place to make definite suggestions.”^ 

It must be repeated that the particular attention that 
is being paid to the question of ameliorating the condition 
of factory labour does not warrant the inference that 
other workmen are too well off to require any thing being 
done for their benefit or that at least they are not worse 


1. Eeport, page 192. 
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off than mill hands. The houses, the wages, the condi- 
tions of work &o. in the case of non-factory labour are In 
most cases, lamentable. Organization is difficult among 
them, and their cause also must be taken up by philan- 
thropic associations. Every town and even every village 
has this problem to face, and the city slums and the 
'paraoheries* are a scandal. Filth, vice, disease, poverty 
and misery are rampant in these places. Improvement of 
general sanitation and of public health is a problem of 
supreme importance which confronts municipal and local 
bodies and until it is solved, there is little prospect of any 
substantial bettering of the condition of labour. 

239. Government action.-— The serious labour 
unrest which prevailed in the different parts of the country 
and broke out, from time to time, into strikes in 1919, natur- 
ally raised the question if the circumstances did not call 
for an inquiry into the condition of factory workers and 
did not point to the necessity of some measures being taken 
to establish conciliation boards and a system of arbitra- 
tion. A resolution was moved in the Supreme Legislative 
Council, urging the appointment of a commission to go 
into the whole problem of factory labour, strikes and so 
forth and to deal with the extraordinary labour situation 
which had arisen in the country. Speaking on behalf of 
Government, Sir Thomas Holland expressed sympathy 
with the object of the resolution and described what steps 
were being taken to carry out the recommendations of the 
Industrial Commission in that behalf. 

The Bombay mill strike of January 1920, characteris- 
ed as a ‘lightning* strike, declared without any notice 
given to the employers, had roused a great deal of bitter- 
ness in the minds of employers, workmen and the public. 
The mill hands were obstinate in refusing to return to 
work until their demands about higher wages and other 
concessions were fully conceded and the employers would 
not make a move unless the workers first went back to the 
mills. A deadlock was thus created and the labour situa- 
tion bore a most threatening aspect; and an agreement 
was reached only through the intervention of a concilia- 
63 
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tion committee composed of public-spirited leading men, 
and especially of the Governor. A similar situation had to 
be faced in Ahmedabad at a later date. All this points to 
the urgent necessity of Government devising a machinery 
for dealing with the labour problems which have arisen in 
the country. The Factory Act must be amended and 
other measures must be taken on western lines because 
they are intended to meet labour conditions oharacteri^ic 
of western countries. It will not be possible, of course, to 
apply western methods wholesale to India as Indian 
labour is not yet as organized as that in other countries. 
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240. What is a Tax?— It now remains to con- 
sider the claims of the last sharer in the national dividend, 
viz. the State. The pp,rt taken by the State in wealth- 
creation is indirect and, in certain exceptional cases, also 
direct. The State is not a parasite which receives an income 
that it does not earn. The services it renders by providing 
for defence and the maintenance of order, the making and 
enforcing of laws, and for the promotion of education and 
public health, are of very high value and wealth-produc- 
tion would be difficult if not impossible, without them. It 
represents the community whose members contribute to its 
expenses and the State may also receive rents and profits. 
The methods of raising revenue have varied from time' to 
time and country to country; and popular control over the 
expenditure of national revenue, depends upon political 
liberty and constitutional rights enjoyed by the people. 

The right of the ruler to take a share of the income 
of the subject and to levy imposts of various kinds on 
different forms of wealth produced by the people, has 
always been recognized in India. A good ruler was ex- 
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pected to levy moderate taxes so that they might boI 
press heavily upon his subjects ; but their range was 
usually very wide. The ancient law-givers lay down wha^ 
shares the king may take and the duty the people pwe to 
him to pay the taxes. In pre-British times, cesses and 
fees, as well as direct and indirect taxes, were well-known; 
and they were all levied on a well-defined ?5nd regulated 
system. The science of finance is a recent growth and 
the principles of taxation have been steadily evolved 
Principles of equity, faculty or ability or benefit derived 
and equality of sacrifice, have been developed ; and the 
statesman is expected to weigh carefully the social, econo* 
mic and political effects of the taxes he imposes. 

Some of the so-called taxes are merely fees or prices 
paid for specific services rendered by the State or other 
’public powers. In reality there is no idea of a quid pro 
quo, or of a direct exchange of services involved in taxa- 
tion, and their membership of society imposes upon people 
the duty of contributing towards the expenses of the State 
A tax has been defined as a compulsory contribution of 
the wealth of a person or body of persons for services 
rendered by the public powers.” ^ An attempt Is, of 
course, made to make the individual’s contribution propor- 
tional to his ability ro pay, measured by his income, and 
to make the sacrifice equal. Taxation is also used as an 
indirect means to promote certain ends which apparently 
lie out of the province of the taxing authority, such as 
correcting the inequalities of wealth-distribution and the 
promotion of healthy consumption. The State normally 
determines each year how much it will require for its 
expenditure, and distributes the amount among various 
forms of taxation. 

24i Iiidigesious Tax^System.— From time im- 
memorial, rulers In India have regularly taken from their 
subjects contributions of wealth or services for §be main- 
tenance of themselves and their governments. The peonle 
were made co pay in a variety of ways ; and while the 
payment of taxes was acknowledged as a duty in view of 


1 Bastable *. Public Pinance. 
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the benefits derived from the functions performed by the 
government, onerous impositions were condemned as 
tyrannical. Moderation of incidence was a characteristic 
feature of a good system of taxation. Manu says : — “After 
due consideration the king shall always fix in his realm 
the duties and^taxes in such a manner that both he himself 
and the man who does the work receive ( their due ) 
reward.” His idea as to the method of tapping the people’s 
wealth, is eKpressed thus : — “ As the leech, the calf and 
the bee take rheir food little by little, even so must the 
king draw from his realm moderate annual taxes.” The 
importance of moderate taxation is brought out in the 
following : — “Let him not cut up his own root { by levying 
no taxes ), nor the root of other (men) by excessive greed, 
for by cutting up his own root (or theirs), he makes 
himself or them wretched.”^ 

Taxes imposed upon different forms of wealth and 
different classes of people are distinguished and personal 
services are exacted from mechanics and artisans. A 
fiftieth part of the increments of cattle and gold and the 
eighth, sixth or twelfth part of crops is allowed by Manu. 
Heavier taxes are justified by the exceptional needs of the 
ruler, e* g, war. Proceeds of regular taxes were clearly 
distinguished from the income from royal lands, forests, 
and other property. Kautilya gives a formidable list of 
the sources of the king’s revenue. This system was 
handed down to later periods of Indian history, and Hindu 
and Mahomedan rulers had a comprehensive system of 
taxation into whose net cultivators, traders, artisans, 
craftsmen, professional men were all caught; and excise, 
and customs and transit duties were a regular feature of 
the system. 

The Moguls and the Marathas essentially followed 
the same fiscal practice and their assessments and 
collections' were animated by the two- fold principle 
that the Government must draw from the people a 
sufficient revenue through different sources and that fiscal 
arrangements must be devised in such a way that they 
might not prove oppressive to the tax-payers. The right 


1 Mami, VII 131, 132, 138 ; VIII 130. 
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of the gta^e to levy taxes upon all classes of people except 
a few favoured sections of the community, was rigorously 
enforced but exemptions and deductions were liberally 
allowed in cases where the incidence was calculated to 
prove oppressive. Abul Fazl makes the following observa- 
tion regarding the connection between national prosperity 
and the fiscal demands of the state But the success of 
these operations (corporeal or intellectual labour on the 
part of different ranks of people put forth for recruiting 
animal strength ), which tend to the ease and comfort 
of every condition of life depends upon the justice of 
monarchs, and the integrity and ability of their ministers, 

** for every country has something peculiar to itself So 

that it behoveth the officers of government, in their res- 
pective districts, to attend to every case of those ciroim- 
stances, that the demands of the state may be fixed 
accordingly.” 

Present System of Taxatioii.~The Govern- 
ment of the East India Company succeeded to thiAndigen- 
ous system of taxation above described ; but it took the 
British Government more than three generations to evolve 
order out of the chaos which prevailed in the finances of 
the country and to correct the abuses which had found 
their way into the system* As the fiscal arrangements 
stand at present, the revenue of the Indian Government is 
made up of different elements : (1) income from its own 
property, lands, forests, railways leased out to companies, 
royalties etc. (2) income from Its commercial undertakings 
like railways directly managed by the State, Canals, the 
Post Office, monopolies of sale, opium &c. and (3) taxation 
proper, viz, contribution levied upon the people (i) directly, 
like the land tax and the income tax and (ii) indirectly, 
like taxes upon commodities e, g. customs and excise 
duties and upon actions like stamp and registration duties. 
In India, there have been, for years, two taxing authorities, 
the Government of India and the local bodies and now the 
power of taxation has been conferred upon the Provincial 
Governments also. The revenues of the latter have been 
comparatively small and the bulk of the taxation has been 
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imposed by the Government of India. The Provincial 

denTiT^tb^ acquired the power of indepen- 

ent fcasation, and certain sources of revenue have been 

-- -- cor 

(i) One striking feature of the Indian tar system i« 

half cf ?. / At one time it was fully one- 

e Ota ; only twenty years ago it was 31 per cent 
Now itisaooutlTpercent. With the growth of Indus 
rxes and trade and the increase in the manufacturing and 
commercxal wealth of the people, this ratio has steadX 
echned, and the contribution of the other tares to the 

raiirra^o^r:^^^ 

at^nrr, 1 ^ Chapter we have dealt 

Indian lald^ subject of land and shown that the 

tu 'aTLcomerr; 1 - a property tar or a tar on agricul- 
tural tncomes. that land in India is not. as is often times 

^apposed, the property of the State, and that, therefore 

income derived from it cannot be regarded as rent taken 

rom tenants. India is said to be one of the most lightly 

baled rZ statement is mainly 

based on the assumption that land revenue is a rent. Sir 

has araTt^’ «ays.-“The State in India 

bas, at all times, reserved to itself resources which in 

other countries, belong to individuals and which render 

heavy taration unnecessary. There is certainly no country 

m the world possessing a civilised Government in which 

_he public burdens are so light.” And further In 
Eng and taxation supplies five-sixths and in India not 
much more than one-fourth of the public income.” ' 

It must not be forgotten that the Indian system of 

!^55!^£Wbesys ^ofapo^ ma inly agricultural 
1 India, iia Administration and Progress. ^ 
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country and that it is not subject to the control of the In- 
dian people. The land tas had always been the mainstay 
of all Governments in the world before the development of 
an extensive and complicated industrial organization. 
Formerly land was the only valuable property that could 
be taxed, but now other sources of revenue are much 
more important and productive. The economic evolu- 
tion which is taking place in India is bound to move in the 
same direction, and in the future the proceeds of the land 
tax will bear a smaller ratio to the total revenue of 
Government than they do at present. 

(2}With foreign trade and manufactures expanding every 
year, with the extension of the means of communication, 
and with the growth of banking, the present income tax, 
customs and excise as also new taxes like inheritance 
duties, are sure to assume greater importance. Land 
revenue is a kind of income or property tax f but other 
incomes and properties have so far escaped their reason- 
able burden, though license duties and trade taxes have 
been tried and a low general income tax has been in 
existence for over a generation. The Indian tax-system* 
requires readjustment and radical improvement. And 
the comfort Sir John Strachey administers is no comfort 
at all, because his remark only shows that India is a poor 
country and that its tax-system is unsuited to its needs 
and changing conditions. 

(3) Another noteworthy feature is that our customs 
reyenue has been, comparatively speaking, small, and 
the free-trade conscience of our Government and the pres- 
sure of British manufacturers and merchants are mainly 
responsible for this state of things. (4) Financial cen- 
tralization and the complete dependence of Provincial 
Governments on the whim and charity of the central 
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Government in the matter of taxation and expenditure 
constituted another drawback of the Indian svstem of 
finance. This defect has now been removed by the almost 
complete separation that has been effected between Impe- 
rial and Provincial finance* (5) A further weakness of 
the system lies in the poverty of the local bodies whose 
sources of income are unproductive and inelastic and 
which are, therefore, not able to undertake those works 
of public utility which characterise the administration of 
local authorities in western countries. 

(6) Lastly, the power of the purse is not in the hands ofrhe 
people and there is no popular control over taxation and ex- 
penditure. Government, therefore, cannot and does not levy- 
taxes which it ought, and does not spend those that are 
levied in the manner the tax-payers would like them to be 
spent The constitutional reforms inaugurated by the pass- 
ing of the Government of India Act, 1919, confer this power 
of taxation, and control over expenditure in the Provinces 
with reference to the ‘transferred* departments, to popularly 
elected legislatures and the Government of India remains 
essentially unresponsible in matters financial except for 
the greater amount of influence the Supreme Legislature 
can exercise through the new opportunities which are pro- 
vided to it. We shall bring out these points in the course 
of the present Chapter and shall attempt to show how 
financial reform of a comprehensive character is an 
urgent need in India in the interests of the welfare of the 
people- 

Financial Statistics. — Important changes 
were effected in the Indian system of taxation as a result 
of the stress of war conditions ; and the expenditure and 
the i^venue of the country have expanded by long strides. 
We give below a comparative statement of the reve- 
64 
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Biie aDd expenditure charged to reTenue, of the GoYem- 
ment of India, in India and in England, for the last pre- 
war year and the current year. 


Revenue, 


191S~U 

1920-21 

(budget). 

Principal Heads : — 

Land Bevenne 

£ 

21,391,575 

£ 

23,711,200 

Opium 

1,614,878 

2,942,000 

Salt 

3,445,305 

4,488,400 

Stamps 

5,318,293 

7,507, 50| 

Excise 

8,894,300 

13,540,600 

Customs 

7,558,220 

17,009,700 

Other Heads — 

5,496,175' 

17,000,2002 

Total Principal Heads ... 

53,728,746 

85,699,600 

Interest 

1,352,119 

3,715,600 

Posts and Telegraphs ... 

3,598,519 

6,184.200 

Mint 

339,841 

679,500 

Eeceipts by Civil Depts-* 

1,408,286 

2,086,200 

Miscellaneous 

772,579 i 

6,276,800 

Eaiiways : Net Eeceipts... 

17,625,634 

1 21,774.700 

Irrigation 

4,713,159 

5,945,200 

Other Public Works 

298,640 

371,300 

Military Eeceipts 

: 1,369,652 

1,519,500 

Total Eevenue ... 

, 85,207,175 

1 

134.252,600 


* L includes ^ 1,950,250 ou account of Income-tax. 


2. Includes £ 11,330,400 on account of Income-tax. 
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Expenditure, 



1913-14 

i 1920-21 

! (budgetJ. 

Direct Demands on Revenue. 

i £ 

1 9,274,597 

£ 

13,410,100 

Interest 

1,515,653 

8,192,500 

1 

Posts and Telegraphs 

3,272,984 

I 6,073,500 

Mint 

132,630 

254.800 

Salaries and Expenses of 
Civil Departments 

17,934,199 

' 28,250,200 

! 

Miscellaneous Civil Charges. 

5,403,804 

8,634,700 

Pamine Relief and Insur- 
ance 

1,000,000 

1 1,000,000 

Railways ; Interest and i 
Miscellaneous Charges ... 

12,836,107 

1 

j 15,284,200 

Irrigation ... ...| 

- 3,531,867 

4,381,400 

Other Public Works 

7,010,038 

9,074,100 

Military Services 

Total Expenditure, Imperial 
and Provincial 

21,265,765 

1 

41,519,500’ 

83,177,638 

j 136,075,000 

Add — 

Provincial Surpluses 

325,692 


Deduct — 

Provincial Deficits 

! 

608,578 1 

3,827,000 

Total Expenditure Charg- 
ed to Revenue 

Surplus ...j 

— .j 

82,894,752 

i 

... 1 

132,248,000 

I 2,004,600 

Total ...| 

85,207,175 

134.252,600 

1 


I. Includes £ 1,450,000 for further assistance from Indian revenue 
towards the cost of the military forces raised in India. 



INDIAN ECONOMICS 


508 


The following table will show the growth of revenue 
and expenditure during the past forty five years : — 


Year. 

Gross Revenue! Expenditure- 

i 

Surplus ( + ) 
or 

Deficit ( — ) 

1875-76 

£. 1 
51,019,140 

1 £. 
49,013,871 

^ £• 

+ 1,668,945 

1880-81 

50,228,038 1 

52,648,968 

I —2,420,930 

i 

1885-86 

48,105,356 

49,973,174 

—1,86^818 

1890-91 

54,444.668 

51,985,887 

+ 2,458,781 

1895-96 

59,395,326 

58,372,660 

a- 1,022,666 

1900-01 

66,806,579 

65,136,375 

+ 1,670,204 

1905-06 

70,846,565 

63,754,337 

: +2,092,228 

1910-11 

i 80,682,473 

76,746,186 

j +3,936,287 

1915-16 

1 84,413,537 

85,602,198 

1 -♦1,188,661 

1920-21 
f Budget) 

j 134,252,600 j 

132,248,000 

■ +2,004,600' 


244* Barden of Taxation. — Looking to the needs 
of reform involving additional expenditure, one will easily 
realize that the people cannot grudge their Government 
larger contributions in the form of taxes. But two con- 
ditions must here be satisfied : (1) that the* existing scales 
of expenditure should be so scrutinised as to' result in all 
possible economy ; and (2) that expenditure and filiation 
should be subject to the rigid control of the representatives 
of the tax-payers. Neither condition is satisfied in India to* 
day, and the statement that the people of India are most 
lightly taxed, is unwarranted. There is no absolute standard 
by which to judge of the lightness or heaviness of the burden 
of taxation, and the relation between it and the per capi- 
ta income of the population, must be taken into consider- 
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ation in judging in this matter. That the adminibtration 
in India is more costly than it need be. that the country 
is one of the poorest on the face of the earth and that the 
people have little voice in levying and spending the taxes, 
are facts acknowledged by ail. 

As an effect of the war, money has lost its purchasing 
power very considerably ail the world over, and govern- 
meats in the belligerent countries have had to raise vast 
sums by way of taxation out of the wealth of the popula- 
tion, decreased by destruction. A comparison of the inci- 
dence of taxation in India with that in other countries is 
not, therefore, likely to be particularly helpful. That 
amount of taxation per head of the population in tais 
country is comparatively smaller cannot be denied. Buz 
the per capita incidence of taxation must be taken along 
with the per capita income of the Indian population, and 
it may be found that the sacrifice borne by the Indian tax- 
payers is not much lighter than that made by -the citizens 
of any other country. It is not the absolute amount but 
tie relative burden that is the standard in this matter. 

Those who seek to make out that India is the most 
lightly taxed country m the world because it ^eceive^ the 
blessing of efficient bureaucratic administration for a cheap 
price, attempt to prove too much. To speak of the lightness 
of the incidence ol Indian taxation with admiration or 
satisfaction, ^slike a wealthy man’s congratulations to his 
poor neighbour on the latter’s comparatively insignificant 
amount of expenditure. We do not complain so much of 
heavy taxation in India ; the burden of taxation must grow 
with the growing needs of the country. We find fault 
mainly with the methods of expenditure, the costliness of 
the administration and the Inequality of the present incid- 
ence of taxation. In the future, proportionately more reve- 
nue must come out of *he pockets of the wealthy than now 
and the expenditure of the State must be economised and 
judiciously laid out. The haste with which Governmenr 
has raised the scales of the salaries ‘of highly paid officials 
and has made many appointments of Europeans on the eve 
of the inauguration of constitutional reforms calculated 
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to confer greater political power upon Indians, is not reas- 
suring and the new councils will be handicapped by the 
huge commitments of Government 

2ft5® The Land Tax. — Landlords and cultivators 
must certainly contribute, according to their ability, to 
the revenue of the State and unearned increment must be- 
more heavily taxed ; but not to count the revenue they 
pay, as a tax, is hardly correct or fair. Enhancement of 
the land tax has been made from time to time, and on the 
the theory of State landlordism, it did not require legisla- 
tive sanction. Under the recent Reform Act, the revi* 
sion of land revenue settlements is brought under the 
control of provincial legislatures. The land tax Is errone- 
ously regarded as a rent but is a property tax, and is often 
calculated to act as a tax upon agricultural income. As 
such, it must be regulated by the principles which apply 
to income and other taxes. If the land tax is avSwedly a 
share of the net produce of the land, that is, of income 
there is no reason why exemption should not be allowed 
to a minimum as in the case of the income tax. If a 
salaried man or a shop-keeper with an in<||)me of ^y 
Rs. 600 a year, earns exemption from the paymfent of the 
income tax, the small cultivator may claim similar con- 
cession in the matter of the land tax. 

In all countries a land tax is a source of revenue to 
Governments. In former times, a general property a tax 
was levied but it tended to become a tax on land and 
houses ; and other forms of property, e. g. personaity, 
escaped taxation altogether. These forms of property 
are now, almost everywhere, brought within the net 
of taxation. It is, however, produce or income rather 
tnan property, that is taxed. Taxes must really be 
levied upon persons and corporations and not on pro- 
perty, and this is the accepted principle ^underlying 
the income taxes of all countries. The State in India 
has moved in its old grooves all these years and has 
not modified its policy of taxation so as to suit 
changing conditions. We do not wish to suggest that 
the land tax should be given up ; we urge that there should 
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be equality and equity in its incidence and that it should 
be assessed according to the ability of the tax-payer. 
A poll -tax or a property tax, is a crude method of rais- 
ing State revenue. To-day the land tax is assessed, 
in Bombay and Madras, upon each acre according 
to fertility and other conditions, irrespectively of the 
ability of the owner of the land to pay. Because a certain 
piece of land is presumed to be able to yield a certain 
amount of produce, therefore, it must pay from a sixth to 
a tenth of that produce to the State. 

The result of this is that the land tax may not 
be actually paid- out of income from land, but out 
of other earnings viz wages. Why should the agricultural 
labourer, — because the cultivator is often nothiifeg more, — 
be made to pay an income tar when craftsmen, ar- 
tisans, petty shopkeepers and money-ienderSj, better 
circumstanced than he, are exempted from it? Simply 
because land is supposed to be the property of the State 
which represents the nation? Most of the holdings in 
rayatwari provinces are notoriously uneconomic and the 
cultivator has to supplement his scanty agricultural in- 
come by work elsewhere.' And yet he must pay the land 
tax. The indebtedness of rayats is heavy and the land 
tax may often have to be paid out of borrowings and not 
out of agricultural profits actually realised. While the 
money-lender may not pay an income tax, the cultivator 
who borrows from him has invariably to pay it ; and the 
land tax turns out to be a tax not upon ability but on 
liability. This is a serious defect of a general property tax 
and is present in the Indian land tax. at least in the case 
of poor rayats. The tax has, besides, been levied and-raised 
by mere executive action and it has thus offended against 
most of the important accep^-ed principles of taxation. 
Land is an^object better suited to local than national taxa- 
tion and maybe beneficially handed over to local authori- 


1 See Dr. Mami’s Life md Labour in a Deccan Village. Tfae num 
ber of landholders paying Ks. 1 to 5 as assessment in a village is very 
large and the average extent of a holding is between 1 and 2 acies. 
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ties. Sufficient funds must, of course, be raised by 
taxation or otherwise to enable the State to perform its 
d-uties to the people. India is a poor country with agricul- 
ture as its predominant industry. The number of rich 
people or people who stand much within the margin of 
subsistence, is very small ; and, therefore, a direct tex like 
the income tax or a succession duty is not likely to be very 
productive. This is the reason why the land tax has occu- 
pied such an important place in the tax system of this 
country. It has also the advantage of being an ancient tax 
which the people have been paying from time immemorial 
A Government, situated as the British Government-in India 
is, has, for this reason, tenaciously clung to it and done its 
utmost to improve this source of revenue. 

246. Permanent Settlement.- The permanent 
settlement of the land tax in Bengal, has been the subject 
of prolonged controversy. Objection has been taken to it 
on the ground that it has entailed on the State considerable 
loss of revenue. While the land tax in the other Provinces 
has steadily increased and the State has shared in the 
prosperity of the rayats, it is urged, the Jamindars in 
Bengal whose estates have steadily yielded them a higher 
rent, have^ their tax permanently fixed and have not 
made tneir proper contribution towards the growing 
expenses of the State. This is, in the opinion of the critics 
or the permanent settlement, grave injustice to other 
Provinces whose lands have to bear an increasing burden 
of taxation. The rent received by the Bengal Jamindars 
from their tenants, has increased fourfold, to ' more than 
Rs. 16 crores but the amount of the land tax they pay to 
Government remains what it was in 1793 viz. a little more 
tnanEs. 3 crores. It is. therefore, suggested that the 
landlords “ must either be bought out altogether, or such 
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compensation as they may be entitled to be offered to them 
before any additional contribution can be demanded. 

The Jamindars are naturally very tenacious of their 
rights and resent, as an unwarranted invasion of them, 
the mere suggestion of a further taxation of land in Ben- 
gal. Apart from all political and social considerations, 
the argument that ‘many of the present holders are Iona 
fide purchasers for value given ; tjj^at they bought on the 
faith of the settlement being what it professed to be, a 
settlement in perpetuity ; that any obligations which it is 
sought to throw upon them, having been allowed to lie 
dormant and inoperative, mu&t be regarded as non-exis- 
tent,’ is too weighty to be lightly brushed aside, however 
desirable it may be that' unearned increment should be 
taxed and the Bengal Jamindars, like other people, should 
be made to contribute their fair share towards the 
expenses of the State. And it is not easy for the State to 
devise a workable scheme for buying up or compensating 
the landlords. 

If we take into account the circumstances under which 
the Jamindars were confirmed or acknowledged in their 
position of proprietors who were to retain for their trouble 
only one-tenth of the rent collected by them from the cul- 
tivators and to pay nine-tenth to the Government, viz* 
the state of utter confusion and waste into which Bengal 
had fallen, the total failure of all previous efforts to bring 
order out of this chaos, the great difficulty the J amindars 

1 ‘‘If, therefore, the finances of the country are to bs maintuinefi in 
a state of solvency, either we must impose heavier burdens on the people 
in new and unfamiliar shapes, raise the cost of living to the poor, exact 
the highest contribution which can bo levied from the other Provinces 
with e^ch revision of their land assessment — in fine cripple the country's 
resources, arrest it» prosperity and disturb its peace — either we must do 
this or Bengal must pay her fair share of revenue along with the other 
interests and other Provinces, constituting the Empire. As a measure 
of justice as much as of necessity, the Bengal settlement must be remo- 
delled, and the fact that the conditions — the purposes or intentions — 
with which or upon which the settlement was made, have not boon 
fulfilled adds inere*3sed force to the demand.”— Hector : Indian Fiscal 
Administration. 

65 
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experienced in collecting and regularly and punctually 
paying the Jama into the public treasury, the sale of several 
Jamindaries by auction for default, the infinite mutations 
which have taken place in the estates, the frequency 
with which they have changed hands, the measures which 
have been taken to strengthen the position of the 
tenants,— if all these things are carefully considered, the 
case of the BengalJamindars will be pronounced as strong. 
They cannot, however, reasonably claim exemption from 
new or additional taxes which must press with uniform 
weight upon all classes and with greater rigour upon the 
wealthy. 

Only two years ago, the Bengal Jamindars succeeded 
in compelling the Government of India to drop their 
proposal, not indeed to assess the income from land to the 
income-tax but to take that income into calculation in 
assessing the non-agricultural income at a higher Tate- 
The opposition to the proposal was not reasonable and the' 
Jamindars can not long resist the encroachment of the tax- 
gatherer upon their preserve of agricultural income. The 
Bengal Jamindars were subjected to the first m^ular in- 
come-tax imposed in 1860 as every landholder in India 
with an income of Rs. 600 and more, had to pay that tax 
besides the ordinary land revenue. The permanent settle- 
ment cannot be pleaded as a bar against any new general 
tax that may be imposed upon the incomes of all classes 
of people. The financial position of Bengal under the 
Reforms, will require readjustment in this regard and the 
Zamindars must pay an income tax as landlords have to 
do in Great Britain. 

297. Non-tax Revenue.— The land tax must be 
removed from the category of sources of what is palled 
non-tax revenue, the latter consisting mainly of Forests, 
Opium and Tributes, as also commercial undertakings like 
Railways, Irrigation works. Post OfSce and Telegraphs &c. 
There are, besides, several minor items of income, which 
are departmental receipts and are in the nature of prices 
and fees for services directly rendered to the. public. They 
are included in gross but excluded from net revenue- 
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Opium revenue was, at one time, considerable and for 
years, went on steadily increasing as the result of a grow- 
ing foreign demand but owing to an agreement with China, 
it has steadily declined and will, in time, almost vanish 
altogether. This is a heavy sacrifice of income, and is 
likely to be regarded as quixotic, but it is calculated, at 
any rate, to yield satisfaction that India has helped a 
neighbouring nation to put down a degrading vice so 
rampant in China though excise revenue has gone on 
merrily increasing in this country [ 

Forests form a valuable State property of immense 
possibilities and income from them has steadily increased. 
It will continue to expand as forest products come to be 
utilised more and more for^ industrial purposes. The 
principle that such properties as forests should always be 
national, is already in operation in India and the nation 
is not likely to lose control over that important asset. The 
Post Office and Telegraph render great social services and 
their management by the State has proved exceptionally 
useful to the public. The payments made fay the public to 
the Post Office are prices for services and stamp duties 
are taxes on acts. 

2i?l8. Railways . — Indian railways have now be- 
come remunerative and constitute a valuable asset of the 
cduntry. For years, they were not paying concerns to the 
State and have involved a total loss of about Rs. 50 crores. 
Since 1904, they have, however, been contributing a fairly 
large and increasing quota to the national revenue. The 
total mileage of railways open in 1915-16 was 36,633 and 
the total capital outlay on all lines, was 537'07 crores. 
The total gross earnings were 64.67 crores and the working 
expenses, 33.92 crores. About 73 par cent, of the mileage 
Belongs to the State, the remaining to companies and 
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ITative States- The financial results of the working of the 
State railways are given below : — 



i9i5-i6 

iyi9-2o 

(Budget) 


£ 

£ 

Capiial a: ciiarge -it eud jt /ear ... 

364,851,000 

:85.677,odo 

Net working profit, exclidmg 

interesc charges 

17,797,000 

31,2 rOpOO 

Pert;entage of net working profit 

to capital outlay 

^.88 

5.5l 

Nei working prctit after meeting 

interest charges 

4,075,000 

6 ,9o4,ooo 

Percentage to capital outlay net 

pi ofit after meeting interest 



chaiges 

1. 12 
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The importance of railways for the economic deYelop- 
ment of the country, is undoubted. But railways having 
long been a burden upon the State treasury, which could 
ill bear ih a rapid extension at the cost of the tax-payer, 
has been most unpopular. We have also s^wn in tae 
Chapter on the Economic Revolution what effect rail was 
have produced on the indigenous industries of India. 
Certain commercial interests press for a large annual rail- 
way programme, and a standard of Rs. 18 crores a year 
was laid down only a few years ago. The necessary ex* 
tensions and improvements of railways must, of course, 
be effected, but the liabilities must not be increased in such 
a way that they would lead to a deterioration of the 
financial position. The Finance Member in 1913 had to 
administer a warning in this connection to his critics who 
wanted to hasten the pace. He said that the railways 
must never be allowed to become, even temporarily, a net 
burden on the general tax-payer. "'As matters stand, we 
have in ear railways a splendid asset Let us safeguard 
that asset. Any admission of doubtful schemes or failure 
to count in each case the full cost, any disregard of 
financial considerations, will surely lead to deterioration 
of a most serious character.’*^ 


1 Sir Guy Fleetwood Wilson introducing the Financial Statement 
for Iti3-19i4. 
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In some countries like Prussia, the railways, as in 
India, are State property and they are a large source of 
revenue. The Indian tax-payer having paid for the rail- 
ways and suffered losses, it is but due to him that they 
should be made a permanent source on ■which reliance may 
be placed for yielding a substantial amount of revenue. 
The prosperity of the railways depends upon the character 
of the monsoon, and their profits have no doubt introduced 
an element of uncertainty in Indian finance.' Indian 
finance used to be called a “gamble in rain”; now it is 
characterised as a “gamble in railways.” But if they are 
properly looked after, as Sir G. F. Wilson suggested, they 
must prove a splendid financial asset. 

249. Railway Policy. — The bulk of the Indian 
railways have become State property but only a few of 
them are directly managed by the State, the others being 
under the management of companies who give the State 
a fixed share of their profits. Of the 25,000 miles of rail- 
ways owned by the State, only 8,000 are managed by the 
State directly, the remaining 17,000 being managed by 
companies under contracts entered into by the State with 
them. Whether all the State railways may not be profit- 
ably managed by the State, has therefore become a subject 
of keen controversy. This important question wai raised 
in the Supreme Legislative Council by Sir Ibrahim Eahim- 
toolla in 1915, who moved that on the expiration of the 
contract of management with the Fast Indian Railway 
Company in 1919, the management of that railway should 
be assumed by the State. A similar resolution was moved 
by the Hon’ble-, Mr. Sarma early in 1918, and as be- 
fore, opposite views with regard to the merits of State 
management of railways, were maintained. The views 
of the two opposite sides may be found summed up in a 
memorandum on the subject prepared and published by the 
Railway Board in 1916. From the point of view of eco- 
nomy and efficient management, it is believed, company 

1 SeeD. B. Wacha’s “Bailway Finance” and “Becent Indian 

FinaECe.^’ 
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management is more desirable and a vast railway under- 
taking in the hands of the State, is deprecated.^ In Eng- 
land, America and France, railways are private property 
but in Prussia and other countries they are the property 
of the State, being also managed by the State. We hold 
that from the financial as well as the economic and the 
social point of view, State management of Indian railways 
is, on the whole, preferable. 

We need not here enter into the history of railway 
construction in India nor into the ^details of the oontro* 
versy regarding the system of their management. State 
policy in this matter has changed from time to time* 
Eailway construction was carried out for years since the 
initiation of the enterprise about 1850, through joint stock 
companies started in England, under contract with the 
State. The companies were guaranteed interest at 5 per 
cent, on their capital outlay and in addition half the sur- 
plus profits. They were bound to sell their railways to 
the State after 25 years. This guarantee system imposed 
a heavy burden on the revenues of the country atd was 
discontinued in 1869. 

From 1870 Government began to borrow for railway 
development by direct State agency. But it was found 
that under this system progress was extremely slow. The 
State had, therefore, in 1880, to tall back upon the old 
guarantee system only modified so as to ensure easier 
terms for Government. Vigorous efforts have since then 
been made to push on railway construction and to at*tract 
private capital for the promotion of feeder lines by means 
of tempting terms. 


1 This view will found vigorously maintained in a “ Note on 
State V8s Company Management of Railways” written by Mr. S- C. 
Crbose. The case for State management may be summed up in the 
following two sentences taken from Sir Ibrahim’s speech in the Viceroy’s 
Council:— “No one disputes the fact that the railways should be worked 
00 M oommeicial basis ; what we object to is that they should be worked 
purely on a commercial basis irrespective of every other cousideration. 
411 we ask is that in working on a commercial basis care should be had 
to the economic and industrial interests of this country.” 
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During the War, capital expenditure on railways had 
to be reduced and they had to be worked at a high pres- 
sure. The railway capital expenditure on State-owned 
lines, open lines and lines under construction amounted 
only to £ 1,978,700 in 191647, £ 2,529,300 in 191748 and 
£ 4,154,500 in 19^849. In the budget for 1919-20, provi- 
sion was made for £17.7 millions which, owing to failure 
of English supplies, could not be fully utilized and for the 
year 1920-21, it was proposed to raise the provision to £ 18 
million for home and £ 4^4 crores for Indian expenditure* 
The major portion of this sum was to be spent on the 
improvement* of existing lines to make up for the wear and 
■tear of the war period and to enable the railways to cope 
with the growing traiHo. The whole question of railway 
management and finance must now be threshed out again. 
The fundamental principles that have to be followed are 
that the railways which are and which will soon be State 
property, must be under State management and, there- 
fore, under the indirect control of the people ; that their 
remunerative character must be scrupulously maintained 
and that they should be worked in such a way 
that they will encourage national industries and minis- 
ter to the convenience of t^he public. Supposing 
that railways Are efficiently managed by com- 
panies it must be borne in mind that they take 
away annually about a crore of rupees as profits, their 
boards of management are in London and are not under 
the control of public opinion in India and that they are 
more directly interested in making profit than in looking 
to the convenience and advantage of the Indian people* • 

The view is held by some that profits from railways, 
which by their uncertainty, disturb the even course of 
finance and are not the proceeds of taxation, should not 
form part of the ordinary current revenue of the country, 
but should be set apart for being laid out on the expan- 
sion and improvement of railways, so that the annual 
borrowings of capital will be substantially reduced. We 
aire, however, inclined to hold that railway profits which 
s,m earned not only after meeting all charges on account 
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of interest on the total amount of capital borrowed for 
railways but after providing for annuity and sinking fund* 
charges as well, are a legitimate source of revenue to the 
State and that the tax-payers should not, therefore, be 
deprived of it. 

It must not be forgotten that railways have now be“ 
come remunerative only after having taken year after 
year a crore of rupees a year on an average for fifty years 
and it is but just that the profits should go to relieve the 
burden of the tax-payer so far as this can be done without 
detriment to the position of the railways, which are, after 
all, a commercial undertaking. We entirely agree with 
Sir William Meyer in the views he expressed on the 
subject in reply to Sir Dinsha Wacha who would have the 
railway surpluses earmarked for capital expenditure on 
the railway programme. Sir William said “ On the 
other hand, if you take Sir Dinshaw Wacha’s metaphor 
and the people of India as shareholders in railways, you 
have got the fact that the shareholder went without any 
dividends for a long time, because, as Sir Dinshaw has 
aptly reminded the Council, it was not until afte#many 
years that the railways began to pay, and the shareholders 
may quite reasonably claim that they should have some 
reward for their past abstinence. Also, as shareholders 
might claim in an ordinary business, they might say “ It 
is all very well for you to put part of the profit into- 
improving the business, but you must apply part of it in 
giving us dividends.” ^ 

250. Irrigation W orks. — One of the most remu- 
nerative and, from the economic point of view, important 
commercial undertakings of the State, consists of irriga- 
tional canals constructed and maintained by Government. 
Wells and often* smaller tanks are the property of private 
individuals, but the larger tanks and the big canals are 
State property. In the interests of the country as a whole, 
it is necessary that canals, so useful to the agricultural 
industry, and therefore to the well-being of the nation, 
should be the property of the community. 


1 Budget Debate, 8th March, 1918. 
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Financially considered, irrigation works are classed 
as major and minor’ the former being subdivided into 
(1) Productive and (2) Protective wmrks. The most impor- 
tant irrigation works in India are those classed as 
‘ Productive works ’ or works the capital cost of which has 
been wholly or mainly provided from loan funds in the 
expectation that they will prove directly remunerative and 
that the net revenue derived from them will fully cover 
all charges for interest within a reasonable time after their 
completion.'* 

* Protective works ’ are not expected to be directly 
remunerative. For only a few ‘ minor works ’ are capital 
and revenue accounts kept. All expenditure connected 
with the construction and maintenance of minor works is 
met from ordinary revenue. It is a long-standing com- 
plaint that the State has not paid as much attention to ir- 
rigation works as to the railways though the extention of 
the former is equally vitally necessary from the point of 
view of agricultural prosperity# During the past fifteen 
years, however, the pace has been accelerated and many 
important works have been executed and are in contem- 
plation, irrigating thousands of additional acres.' 


1 ‘‘ The total length of main and branch canals and distribatories 
of State irrigation Works of all classes in operation during the year 
1918-19 was 66,120 miles which was 644 miles greater than the mileage 
in operation in 1917-18. It is expected that an additional length of 425 
miles will have come into operation before the close of the year 1919-20« 
The total ciilturabie area commanded by these canals amounted to nearly 
52 iailli©B acres of which nearly 25 million acres were irrigated in 
1918^19 and it is anticipated that during the current year the canal- 
irrigated area will aggregate 26|4 million acres.”— Finance Member^s 
speech introducing the Financial Statement for 1920-21. 

66 
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The following table shows the financial position of 
irrigation works : — 


Prod act the Works 

1916-17 

1919-20 

Capital outlay to end of each 

£ 

Budget 

year 

37,120,000 

38,237,000 

Total receipts including land 

revenue due to irrigation ... 

4,733,000 

5,040,000 

Total expenses, including in- 

terest on debt ••• 

2,488,000 

2,633,000 

Net profit 

2,245,000 

2,407,000 

Percentage of net profit to ca- 

pital outlay 

6-5 

6-29 

Protective Works. 



Capital outlay to end of each 

year 

6,166000 

7,151,000 

Net loss 

171,000 

210,000 

Minor Works^ 

Net loss 

464,000 

700,000 


25h Glistoilis, — In other countries a large amount 
of revenue is faised from customs. In India, the tariff 
has all along been on a free trade basis, and a small 5 per 
cent ad valorem import duty, varied according to the 
nature of articles, was imposed, the duty on cotton piece 
goods being only per cent, counterbalanced by a cor- 
responding excise duty. It was believed that in a poor 
country like India, with unlimited undeveloped resources 
and with abundant raw materials, freedom of exchange 
with foreign countries was a primary need. Sir John 
Strachey observed* : — “Here then is a country which, both 
from its poverty, the primitive and monotonous condition of 
its industrial life and the peculiar character of its politi- 
cal condition, requires from its Government before all 
things the most economical treatment of its resources ani^ 
therefore, the greatest possible freedom in its foreign 
exchanges.” 


1 FinaDciai Statement, 1878% 
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Curiously enough, exactly the opposite theory was 
propounded by a successor of Sir John, Sir G. F. Wilson, 
who pointed out in 1911 that in such a country as India we 
must rely, for mahy years to come, largely upon import 
duties as an important source of revenue. Custom duties 
constitute indirect taxation ‘of a convenient kind which 
falls upon almost all classes of people, particularly the 
higher and middle classes, and has the advantage of being 
substantially productive. 

We have treated the subject of tariffs at some length 
already' an<3 need not go over the ground again. It is 
sufficient to observe that India must depend more in the 
future on the indirect source of revenue provided by 
customs duties, import and export, if the country is h- 
make rapid progress. The necessity of meeting the situa- 
tion created by the" War, forced the hands of Government, 
and in 1916 , new import and export duties had to be im- 
posed and the old ones increased.^ Sugar, jute and cotton 
piece goods were the chief articles selected for an increase 
of duty and it was an eminently wise selection. In 1816 
17 , the changes in the tariff were calculated to yield an 
additional revenue of £ 2 , 150 , 000 . One million more 
was obtained by the enhancement of the import duty on 


1 See page 235 above. 

2 “ The general tariff rate on imported articles which stood at 5 per 
•cent, ad valorem since its imposition in 1894, was raised to 7| per cent, 
with efEect from March l9l6. In addition to articles grouped under the 
7^ per cent, ad valorem rate are those free of duty, liable to duty at special 
rates, and at 2| per cent. Gold, IiTing animals, raw cotton, wool, cotton 
machinery &c, are admitted free , special ^ duties are levied on sugar at 
10 per cent., on silver bullion and coin at 4 annas per oa ; on silver 
manufactures at 10 per cent ; coal 8 annas a ton ; arms 20 per cent 

•cigars and cigarettes 60 per cent.; Iron and steel, railway materials 

&c , are charged at 2| per cent, ad valorem^ The duty on cotton goods 
is DOW 7i per cent, ad mlorem. The export duty on raw and manu- 
factured jute stands at Bs. 4| for raw jute per bale -of 400 lbs, with a 
•special rate of Be. 1-^ per bale on cutting'^ and at Bs. 20 per 
ton for sacking goods and Bs. 32 per ton on hessiens. The export duty 
4 )nteaigBs. If per 100 ibs.--See Beview of the Trade of India 
for 1916-17. 
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eotion goods from 34 to 74- peJ’ cent, in 1917-18. The rales 
of the jute duty were doubled and were expected to produce 
£ 500,000 and a surcharge, yielding the same amount, was 
imposed on railway goods traffic. Customs yielded 
£ 5,873,886, in 1915-16*, in 1918-19, they produced a revenue 
of £ 12,120.641 and in the budget for 1920^21, the income 
was taken at £ 17 million. The obstinate opposition of the 
representatives ot Lancashire in Parliament tt) an increase 
in import duties on'cotton piece goods from 34 to 74 per 
cent, unaccompanied by a corresponding increase in the 
excise duly, the Secretary of Statens defence of the policy 
of Government and the attitude of the Liberal aud Con- 
servative parties in the matter, proved eminently in- 
structive. 

In the absence bf suitable direct sources of revenue 
customs duties have to be* levied on a considerable scale 
In imposing these duties, care has to be taken that they 
will not press hard upon the consumer and give an undue 
advantage to particular interests. Import duties, it is said, 
make articles dear to the consumer ; but if he is to be tax- 
ed, as he.has to be, it is better to make him pay in this 
indirect manner. Lancashire and other free traders sym- 
pathise with the Indian consumer ; but it is only the con- 
sumer of fine English fabrics and other foreign articles 
that will benefit by a policy of free imports. If other 
taxes are levied or increased, the ordinary consumer will 
be hit much harder and even his food will becotee dearer. 
Poorer classes in India are content with country-made 
goods and they will not be affected by custom duties as 
they will certainly be if salt and land, for instance, are 
more heavily taxed. Promotion of indigenous industries,, 
is comparatively a secondary consideration when we are 
dealing with finance, but it is one which cannot be al- 
together ignored. As Mr. Austen Chamberlain, the then 
Secretary of State for India, pointed out to Lancashire 
manufactures when they protested against the enhance- 
ment of the import; duty on cotton piece goods, they want 
a free market in India as a* protective measure and simi- 
lar protection may be claimed by other interests. Prefer 
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■ential duties are advocated on*the above ground by Britisl'i 
tariff reformers and it is urged that the Indian tariff miisz 
be framed on the same principle. A duty of 15 per cenr- 
recently levied on the exports of hides and skins with a 
rebate of 10 per cent, in the case of Empire purchasers* 
quite a procective measure, was likewise calculated to 
mark the acceptance by India of the principle of Imperial 
preference introduced into the British budget by the Chan- 
cellor of the Exchequer, Mr. A. Chamberlain. 

252# Excise and Salt. — ^Another indirect tax is 
the excise and this revenue is derived from the manufac- 
ture and sale of intoxicating liquors, opium and hemp 
drugs. There has been an alarming increase in this 
revenue during recent years. This growth is natural! v 
regarded with grave anxiety as the habit of drink is one 
of the deadliest of evils from which society may suffer. It 
is, however, stated that ‘ the considerable growth of the 
excise revenue in recent years is due mainly to higher 
rates of duty and stricter excise control, and does n^t 
indicate a corresponding increase in consumption, !- 
though some increase has occurred through the expansion 
of population and the greater prosperity of certain classes.' 
It is unfortunate that the prosperity of the people should 
be associated with the growing consumption of liquor 
Excise duties are imposed upon intoxicating liquors and 
drugs for controlling their consumption as well for 
raising a revenue. Licenses to manufacture and sell are 
sold by auction or fees are levied and revenue from this 
source has fast increased, being now more than As. 8 per 
head of the population. 

An interesting discussion took place on this question 
recently in the Viceroy's Council when Mr. Sarma moved 
a resolution asking Government to lay down a definite , 
policy for discouraging the consumption of liquors, but 
the proposal was not accepted. Revenue considerations 
must certainly be subordinated to the promotion of the 
physical and moral well-being of the people. When -the 
U. S. A. recently resolved to go ‘dry’ and other countries 
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made up their minds to follow^ suit, hope was roused in 
Indian reformers who thought that the prohibition move- 
ment could be successfully carried on in this country. 
But the needs of social reform and the requirements of the 
exchequer are not easy to reconcile. The ‘responsible’ 
portion of the Governments ii> Provinces will now control 
exeise revenue which cannot be dispensed with. And the 
effective promotion of temperance with a steady approach 
towards total prohibition, appears to be the only feasible 
course. 

The salfc duty is another indirect tax which falls upon 
and is felt mainly by the poorer classes. It has ever been 
a favourite source of revenue with Government. It is one 
of the oldest taxes and the duty is levied on all salt im- 
ported into and manufactured in India. It is the only 
tax, it is said, which reaches the masses and is a minute 
contribution made by them to the public treasury. In 
1882 the rate of the duty was made uniform throughout 
the country at Es. 2 per maund and was raised,^ six years 
later, to 2 -f rupees. Salt is a necessary of life in India, 
and a duty on such an article ought to be light if it cannot 
be dispensed with altogether. Only in cases of extreme 
necessity should the article be subjected to a duty. Since 
1903,’on*the persistent exhortation of the late Mr. Gokhale, 
the tax has been steadily reduced and it stood at Ee. 1 per 
maund ; but it was recently increased on account of the 
presstlre of war conditions. In 19i6j the duty was raised 
from Ee. 1 to Ee. P©r maund and the increased rate 
was calculated to yield about £ 500,000 additional revenue. 

The facility with which the tax can be increased with- 
out trouble and change in the machinery of collection, is 
a temptation, which has, however, to be resisted. The 
fact that even a small reduction in the salt tax, has 
immediately led to an increase in* consumption, shows the 
importance of this necessary of life to the poorer classes* 
The salt tax is regarded as a reserve of financial power to 
be drawn upon in times of need, and resembles, in this 
respect, the English income tax or the land tax in England 
before it was allowed to be redeemed. It is also supposed 
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to be the only tax that reaches the poorer classes in the 
country who must be expected to make their own contri- 
bution to the expenses of the state. 

253. Income Tax.— The Indian income cax has 
not been very productive and yielded about Rs. 3 crores a 
year, until the rate was enhanced in 1916 on a graduated 
scale on incomes of and above Rs. 5,000. This is due to the 
fact that the people are poor and the number of those who 
can be assessed is extremely small. Besides, income 
from land is exempted from this tax, as it has already to 
bear the burden of the land tax. Then, again, those who 
would be subjected to a well-designed income tax bring- 
ing into its net the wealthy, upper middle, trading and 
the professional classes and making them pay their due 
share, are influential people and can resist the imposition 
of such a tax on one ground or another. Sir John Straohey 
said : — “There is no country where a tax upon income Is 
more just than in India, but there has been difficulty in 
imposing and maintaining it because it has been opposed 
by the richest and most powerful classes, who alone can 
make their voices heard* It has long been a reproach to 
our administration that they have borne no fair proportion 
of the public burden.*’* 

Before the present income tax was first imposed in 
1886, there had been in existence the license tax on pro- 
fessions and industries. The financial difficulties’ of that 
year compelled Government to devise new schemes of 
taxation. Import duties and a higher tax upon salt were 
not to be thought of, and Government turned to the 
income tax as^the only resource left to it. How strong 
was the opposition of powerful classes to an income tax, 
may be judged from the speech Sir A. Colvin made in the 
Viceregal Council on 4th January, 1886, in introducing the 
License Tax Amendment Bill, He said; — “The financial 
history of the last 25 years is strewn with the skeletons of 
discussions on direct taxation and more than one of my 


1. India, its AdministraticB and Progress. 

2. Gokhale and Economic Eel orms, pages 14-15. 
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predecessorsis gibetted on tliatdismal golgotha for the part 
which he took in connection with it... the classes in this 
country who derive the greatest security and benefit from 
the British Government are those who contribute the least 
towards It... I know that what I have said as to the immunity 
of the middle and upper classes from their due share of the 
public burdens is as a twice-told tale vexing the dull ears of 
a drowsy. man; but it is nevertheless a grievous blot on our 
Indian administration which urgently calls^for removal and 
which I believe, with patience, prudence and^ exercise of a 
little fortitude must and will be removed.”^ 

When the Hon’ble Mr. Dadabhoy moved a resolution 
in the Viceroy’s Council in 1912,5 recommending that the 
minimum of income assessable to the income tax be raised 
from Rs. 1,000 to Rs. 1,500 a year (the original limit of 
Rs. 500 had been raised to Rs. 1,000 in 1903 in Lord Ourzon’s 
time when the treasury was overflowing with surpluses), 
Hr. Gokhale laid down". the following sound maxinr *‘The 
State has tolook-at the whole scheme of taxation, first, from 
the standpoint of its own necessities, and secondly, from 
the standpoint of -the comparative ability of the different 
classes to pay their particular* share of the total revenue 
raised from the community. Now, judged by this standard, 
I'really do not think that the class for which my Hon’ble 
friend seeks a remission, -has any substantial grievance/’ 

Under the stress of war conditions, Government not 
only introduced the principle of progressive taxtation into 
its income tax, but also imposed a supertax, in addition, 
on all incomes in excess of Rs. 50,000 per annum, on a 
graduated scale* an excess profit tax coming as a tempor- 
ary war measure to enable the State to share in the huge 
profits made fcy a small section of the community out of 
the exceptional conditions of war time. 

In the budget for 1916-17, when at last the tax on 
incomes was increased, all existing exemptions were left 
untouched and no alteration -was made in the taxation of 


1 FioceediGga of the Suprense Legislative Council, 1886. 
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incomes of less than Es. 5,000 per annum. On the princi- 
ple of graduation, the following rates were fixed for higher 
incomes 

From Rs. 5,ooo to Rs. 9,999.. .6 pies in the Re. or 74 d per £ 

From Rs. 10,000 to Rs. 24,999 ..9 pies in the Re or i5^ d pei £. 

From Rs. 25 , 000 to and up\vards...i anna in the Re. Or is. 3i. in the £. 

This increased taxation was calculated to yield £ 900,000. 

The super tax came in 1917 and began in respect of 
incomes exceeding Rs. 50,000 and was to be levied in an 
ascending scale as shown below : — 

For every rupee of the first Rs. 50,000 of the excess, 
i, e.. between Rs, 50,000 and 1 lakh, 1 Anna per rupee. 

For every rupee of the next Rs. 50,000 of the excess, 
i, e., between 1 lakh and iVi lakhs, 1}^ Annas per rupee. 

For every rupee of the next Rs. 50,000 of the excess, 
2 annas per rupee. 

‘ For every rupee of the next Rs. 50,000 of the excess, 
2^ Annas per rupee. 

For every rupee of the remainder of the excess, l e 
on every thing above Rs. lakhs, 3 Annas per rupee. 

This was, of course, regarded as special war measuiO; 
but the new principle ought to be made to stay. With 
increasing demands upon the Exchequer, those who are 
in a position to pay, ought to be made to make a contri- 
bution to the expenditure of the State, proportionate to 
their means. If relief is to be granted, it must be granted 
to petty, resourceless land-holders whose agricultural in- 
comes are taxed through land revenue. Larger incomes, 
from whatever source they come, agriculture, industry or 

trade, have to make their reasonable contribution. 

« 

254. Directions of Reform.— We cannot dis- 
sociate the problem of taxation from questions relating to 
expenditure, the machinery of finance and control of 
financial administration. It has to be first (1) noted that 
the administration in India is too costly for the poor 
country and, wherever possible, expenditure must be 
reduced, especially by substituting Indian agency in the 
67 



530 


INDIAN ECONOMICS. 


place of the European. Progress and reform undoubtedly^ 
mean greater expenditure and India, poor as she is, must 
pay" the proper price for the advantage of the western 
methods of administration. But the machinery of Govern- 
ment is more expensive in several parts than it need be 
and expenditure may be conveniently cut down on many 
items. Certain ideas of efficiency which dominate the 
administration at the present moment, must be revised 
and the ‘spirit of economy must be infused into the ad- 
ministration. This task has been rendered peculiarly 
difficult by the enhanced scales of salaries of Government 
servants which have been recently adopted, especially in 
the higher ranks, in view of the great rise in the cost of 
living caused by the consequences of the war. 

(2) Even when this economy is introduced, the coun- 
try will indeed have to face a steadily growing expendi- 
ture urgently required to promote social and economic 
reforms. The question of mass education alone will 
require crores of rupees annually and that reform has 
been put off from time to time on the plea of want of funds. 
It will be a delusion to suppose that with a reformed and 
popular Government, expenditure will decline. If any 
thing, it will increase. The outlay of funds on education, 
industries, public works and sanitation will, however, re- 
turn to the people a hundred-fold in increased prosperity 
and-improved well-being. (SjThis will necessitate additional 
taxation if the natural growth of revenue combined with 
economy, does not yield enough funds. (4) The chief 
sources of revenue will have to be customs, — import and 
export duties,— heavier taxes upon -larger incomes and 
inheritance duties. 

Efforts are already being made to improve the machi- 
nery and yield of the income tax, and its productivity has 
recently increased tp a material extent. Though a poor 
country, India will have to develop a universal income 
tax, with suitable exemptions and deductions and a duty 
on inheritances. The reformed legislature will be a fit 
body to undertake the radical measure and the financial 
automony granted to Provinces, will greatly facilitate the- 
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task of bringing about the proposed fiscal changes. Taxes 
on luxuries will be a hopeful source of revenue to the 
Governcxient of India, while the Governments of tho Pro- 
vices should be left to improve the taxes on incomes and 
property Increased revenue may also be expected from the 
existing taxes which will steadily become more productive 
and also from the commercial undertakings of the State. 
(5) Imposition of taxes and expenditure of revenue must 
be brought more under popular control so that Govern'- 
ment may not have difficulty in facing popular prejudice 
and opposition which the beaurocracy has to encounter 
under existing conditions. 

(5) Audit will have to be independent and moro strict 
Even in England, in spile of an independent Auditor-Gene- 
ral and a standing committee of Parliament to *fceep a 
watch on and control expenditure, there is a demand that 
a more effective check should be devised. In India such 
control does not exist and the proposal was made before 
the Welby Commission and repeated recently by Sir Din- 
sha Wacha in the Supreme Council, that an audit machin- 
ery like that in England should be set up here. But 
Government is thoroughly content with things as they are 
and says that though the system is not perfect, it is quite 
effective. (7) The decentralization of finance and the 
power of independent taxation which has now been con- 
ferred upon Provincial Governments, must be vigorously 
exploited with a view to financial development. And (8) 
the resources of local bodies must be increased by taxation 
and larger assignments or grants-in-aid, so that more may 
be spent on the promotion of village sanitation, public 
works, medical relief and education. 

255* Piuaiicial Oeeeiitralizatioii.-The Government 
of India was, for generations, wedded to the system of 
centralization, and its rigid 'control over the provinces 
has been slowly and almost reluctantly relaxed in favour 
of local Governments ; but the introduction of responsible 
government in the provinces under the scheme of constitu- 
tional reforms, required the complete separation of the sour- 
ces of revenue of the two Governments and the substitution. 
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for assignments of Imperial revenue to Provincial Govern- 
ments contributions from the latter, if necessary, to the 
exchequer of the Central Government. 

Though the provincial Governments in India did not 
occupy the same position as the constituent states of 
federated nations like the U. S. A., the progress of this 
country was not calculated to be rapid unless financial in- 
dependence was granted to the Provinces. Government of 
India’s policy had always been, and it was more marked 
before Lord Mayo’s reform of 1871, to regard its exche- 
quer as the one national exchequer of India and to treat 
Provincial Governments as subordinate authorities who 
were to collect and spend funds that were to be assigned 
to them. For the past fifty years, a slow development 
has taken place in the direction of provincial decentraliza. 
tion. Put Provincial Governments could neither tax nor 
raise loans independently. In the place of fixed lump 
assignments, they were given shares in certain growing 
sources of revenue, but they had little interest in improv- 
ing their sources of revenue and in practising i^trict 
economy so long as they were under the rigid control of 
the Government of India. 

This state of things had to make room for a system 
under which Provincial Governme’nts had independent 
sources of revenue and there were no divided heads as un- 
der the traditional arrangements. For instance, customs, 
railways, the post office, salt and opium could be entirely 
Imperial, while land revenue, excise, stamps, income tax 
and forests should be wholly provincial. Military, naval and 
other charges must be borne by Imperial revenues and the 
Provinces must make contributions to them on certain 
nxed principles if the resources of the Cer^rai Government 
proved inadequate. This reform was suggested several 
years ago, but we move very slowly in this country. The 
grant of fiscal autonomy to the Provinces and the read- 
justment of the financial relations between the Central and 
Provincial Governments could not, however, be long 
delayed, and became inevitable. 
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256. Local Filiaiice.--^The financial position of 
municipalities and local bodies also needs strengthenings 
They must be given growing sources of revenue and 
greater control over their own affairs. They will also 
have to increase their revenue by new taxes, additional 
rates and otherwise, if they are to discharge their func* 
tions efficiently. In 1913-14, the total income of all local 
authorities, district local boards, municipalities, canton- 
ment committees, port trusts &o., was about Es. 21^4 crores. 
Of this, the revenue of the district local boards was 
Es. 7,68,93,890 and that of the Municipalities, Es. 8,73,45,578. 
Municipalities raise revenue by imposing Octroi duties 
and house and water taxes ; the local boards have the land 
revenue cess and there are other sources of income which 
are not very productive and elastic. The needs of sanita- 
tion, improved water supply and communications, medical 
aid &c., are very urgent>nd the well-being of the mass of 
the population depends on what may be spent on these 
reforms. 

This local finance is very important in other countries 
and the position in India in that connection is unsatisfac- 
tory. Mr, Gokhale most successfully brought out this 
contrast in a speech he made in the Viceregal Council^ in 
moving his resolution on the resources of Local Bodies. 
While in England, out of the total revenue, national and’ 
local, the share of local bodies was two-fifths, in India it 
was only one-fifth, and more than one-half of that one-fifth 
was administered by the State itself. 

It is not possible for us here to enter upon a discus- 
sion of the principles on which functions -of national and 
local Government are divided and of the several systems 
in vogue in different countries, with regard to the relation 
between national and local finance. The exiyling local 
bodies in India are, so to say, exotics which have not yet 
taken deep root into the soil, and the importance of reviv- 
ing indigenous institutions like Panchaijats has come to 
be recently appreciated. In whatever form we have those 


1. I3tb March, 1912 



'534 


INDIAN ECONOMICS. 


local bodies, they will succeed only if they are thoroughly 
popular. Functions like primary education and sanitation 
■will, in any case, have to be performed by them and they 
will have to look after the local roads, bridges, tanks, 
hospitals and so forth. 

Local bodies are at present severely hampered in their 
work by the paucity of funds, their resources being hope- 
lessly inadequate to the efficient discharge of their func- 
tions, Land and other forms of property are the most 
suitable objects for local taxation. While income from 
land above a certain limit may be taxed by the central 
government for national expenditure, local authorities 
should be allowed to levy a tax for their own purposes on 
land in their jurisdiction. Land-holders benefit directly 
from services rendered by local bodies and they will 
manage the funds supplied by them to those bodies. 

In France, local authorities are allowed to add^^a rate 
to various national taxes for their own purpose and in 
Germany, they have their independent income taxes. In 
India the land tax, with reductions in the case of very 
small cultivators, may be handed over to the iocal bodies 
as a tax upon property while a general income tax which 
will fall upon agricultural as much as upon non-agri- 
oultural incomes, may be retained in their own hands by 
the central authorities. 

257. Land and Local Finance.— This will sound 
as a revolutionary proposal, and sudden changes may be 
deprecated. We shall, however, be content if the princi- 
ple of the position here taken up is accepted and the 
change is slowly wrought. The existing machinery of the 
assessment and collection of the land tax should be 
retained and the proceeds of the tax should be partly, if not 
wholly, assigned to local bodies. It may be repeated that 
the land tax should be a tax upon property or land values 
and moderate in its incidence, particularly so far as small 
holders are concerned, the larger agricultural incomes 
above a certain limit being assessed to the general income 
tax. The existing assessment of the land tax may even be 
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retained if a substantial portion of its proceeds is assigned 
to local bodies. 

It has been already shown that the total burden of 
taxation in India is not light* compared with that of other 
countries. But the distribution of land revenue between 
the national Government and the local bodies is most 
unsatisfactory. Mr. Gokhale says : — In England the 
bulk of the contribution that comes from land goes to 
local bodies, the Central Government receiving only a 
very small amount as land tax. In France more that half 
the contribution from land goes to local bodies. For the 
year which I have taken into consideration, for every 
hundred centimes levied by the state from land, there were 
130 centimes levied by the Communes and Departments 
together. In this country, however, the division is in the 
proportion of 16 to 1, that is, sixteen-seventeenths goes to 
the state and only one-seventeenth to local bodies. Now 
there we have really a serious grievance. ..If we could get 
for our local bodies a much larger share of the contribu- 
tion from land, even if the proportion was not as high as 
in the West, most of the financial troubles of those bodies 
will disappear. Of course, my Lord. I do not mean that 
any large proportion of the land revenue can be trans- 
ferred at once to local bodies, I urge that, in considera- 
tion of this difference, the Government should help our 
local bodies with large recurring grants.”^ 

It should be noted that a large portion of the revenue 
of local bodies in other countries is derived from land, and 
if local finance is to improve in India and the functions of 
local bodies are to be satisfactorily discharged, to the 
benefit of the mass of the population, we must progress 


1 Gokhale in the Viceregal Gouncil. 
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along the lines followed by western nations. This will 
necessitate a suitable adjustment of the existing system to 
the needs of reform and the abandonment of the prevalent 
theories about land revenue- 

258. Public Debt* — We shall now give a brief 
account of the Public Debt of India. At the outset, we 
have to emphasise one peculiarity of the Indian debt 
viz. that its burden has been slight in recent years till 
it was increased by India’s war contribution of Es. 150 
crores to the Imperial Government. While the public 
debts of European countries have rupt into hundreds of 
millions of pounds, chiefly owing to wars, the bulk* of the 
Indian debt has been contracted for productive purposes* 
It must not, however, be forgotten that in the past we 
have paid off our unproductive debt out of revenue at great 
sacrifice. India has- had her dead-weight debt incurred 
for wars, expeditions beyond the frontier, warlike prepara- 
tions and for meeting famine expenditure and defidits. But 
whenever there were surpluses, they were systematically 
used for reducing the public debt, which means that the 
Indian tax-payers have had their iburden of defet paid off 
out of tax-money. 

In the time of the East India Company, political and 
commercial functions of the State were mixed up together. 
The continued wars which the Company had to undertake/ 
went on adding debt to debt steadily^ from year to year» 
though a part oi the deficit was supplied from the com- 
mercial profits of the Company. The total " territorial ’ 
debt of India in 1792 was £ 7 millions and increased to 
£ 30 millions i i829, to more than £ 51 millions by the 
middle of the ibhli century, and to £ 69^ millions in 1858- 
The Mutiny mace additions to the public debt. It went 
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up to about £ 129 millions in 1876. The debt stood as 
follows during the subsequent years: — ^ 


31st 

March. 

In Sterling. 
Mill. 

In Es. 

15 Rs. = £l. 
Mill. 

Total 

£. 

! 

Interest 

£. 

1883 

84*1 

65.4 

149 5 

6.2 

1893 

1067 

68-6 . 

175-3 

67 

lb98 

123-8 

1 

74-4 

197-3 

67 

1903 

133 8 1 

‘ 78-2 

I 212 0 

! 7 1 

1908 

156 5 i 

] 

88‘55 

! 

245-0 

; 81 

1913 

1791 

95-2 

! j 

274-3 

1 9-5 


The ‘ ordinary ’ or unproductive debt was gradually 
reduced, and the productive and unproductive debts are 
distinguished in the following table : — 


Ordinary and Productive Debt» 



Ordinary. 

1 

Productive. | 

Total 

31st 

March. 

Mill. £. 

Railway. 

Irriga- 

tion. 

Total. 1 

Mill. £. 

1888 

73 0 

59-2 

17-3 

57-65 

149-5 

1893 

65-0 

61-0 

19-3 

110-3 1 

175 3 

1898 

70-0 

106-0 

217 

1277 

1 

m-7 

1903 

591 

128-1 

24-8 

159-2 . 

1 1 

212-0 

1908 

37-4 

117-7 

299 

207*6 

245-0 

1913 

1 

25'0 

211-8 

37-5 

249-3 , 

i 

274-3 


68 
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llnreoiunerative debt shrank in 20 years from being 
^ to - of the total volume of outstanding loans. The 
reduction reflects approximately the extent to which cur- 
rent revenue have been devoted to capital expenditure 
There is a sort of sinking fund arrangement Iby which to 
reduce the unproductive debt, while for the redemption of 
the productive debt provision is made for annuities &c. 
in the railway expenditure. Interest charges debited to 
railways, contain items of this description, so that the 
true profits from the railways are higher than those shown 
in the accounts. “In any year in which, owing to the use 
of surplus revenue or deposits for the construction of 
public works the capital expenditure of the year exceeds 
the amount of debt incurred in the year, the effect of this 
system of classification (Ordinary and Productive Debt } 
is to cause a decrease to be shown in the amount of the 
ordinary debt.” The Debt stood as follows on 31st 
March, 1913 


(a) Permanent Debt. 

Debt for Railways 
,, „ Irrigation works 

For initial expenditure on Delhi 


£ 

... 211,832,819 
... 37,552,030 
119,886 


Total of Public Works Debt ... 249,504,785 

Balance, being Ordinary Debt ... 24,898,777 


Total Permanent Debt . . 274,403,512 

(/;) Temporary Debt incurred on security 

of India bills ... ML 


Total debt ( permanent and tem- 
porary ) ’ £ 274,403,512 

The position at the close of the year 191647 was as 
follows: — “On the 31st of March, 1917 the Indian Public 
Debt amounted to £ 282,718,262 (viz: — rupee debt con- 
verted into sterling at 1 s. 4 d- the rupee, £ 108,573,538, 
and sterling debt, £ 174,144,724). There were also other 
obligations of the Government of India, including Savings 



WAR LOANS- 


osa 

Bank balances, Judicial and Departmental deposits, 
balances of service funds &c. amounting to £ 31,604,377, 
and tbe various railvi^ay annuities, representing in the 
present year a charge of £ 994,013.” 

The Public Debt was thus distributed among the 
different forms as follows : — 


JJiilioL t 



Ordinary. 

Eailways. | 
1 

Irrigation. 

i Total 

1 Eailway & Grand 1 
! Irrigation. 

1913 

25-0 

1 ; 

! 211-S 

37-6 

349-4 

' 374-4 

1914 

12-8 

222-0 ! 

39-4 

261-3 

■274 -2 

1915 

2-2 

; 233'2 i 

411 

, 274-3 

276-5 

1916 

2-0 

234-4 ; 

1 ^ 

42-4 

, 276-8 

GO 

1917 

37 

3357 j 

1 

\ 

43-3 

279-0 

2827 


Government raises, for its capital programme, rupee 
loans in India and sterling loans in England, and for 
purposes of railways, the latter are necessary as sufBcient 
amounts cannot be raised in this country. While ex- 
change was unstable, sterling borrowings entailed a heavy 
charge; that difficulty has now been removed. It is 
'still desirable to raise as much capital in India as possible. 
Construction and maintenance of railways require, accord- 
ing to the high standard laid down, large amounts which 
cannot be secured in this country, and the amount of 
interest that has to be paid to England, increases year 
after year. The War Loans are, of course, extraordinary 
loans, and though their success has been gratifying so far 
as it goes, the total obtained by Government out of the 
Rs. 150 crores, showed the poverty of the country com- 
pared with the abundant wealth of other nations, 

259* War IfOans. — But the fact that the response 
of the people to the appeal from* Government for the first 
War Loan, exceeded all expectations and reached £ 
-million, taught the lesson that if -her resources, limited 
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as th.6y are, are properly tapped, India is capable of yield* 
ing large amounts as a contribution to the Public Debt. 
The War has undoubtedly brought copious funds into 
rhe hands of several persons, and this abundance of 
loanable capital will not be a feature of peaceful times. 
But it is hoped that Indian people will be able in future 
to satisfy the annual capital needs of Government and 
that it need not look to London for loans. This will be an 
eminently desirable development as it will save a steadily 
increasing amount of money from going out of the coun- 
try, in the form of interest to outside investors. The Cash 
Certificates issued by the Post Office were a novel feature 
of the war loan of 1917 and they have now become a per- 
manent measure. 

People were induced to invest in the war loans through 
the Post Office and there were also long and short time 
securities offered. The amounts obtained in 1917 were' as 


^^aln LoaT;i 


Millon £> 

26*6 

Po Section 


29 

Cafeh Certificates 


6*6 


Total ... 

36*1 

The loan was distributed as under : — 

5 Iter cent, long term Loan of 


Mill. £ 

I9I9--47 

... 

8*3 

per cent. 3~year War Bonds 

... 

I3*2 

5 \ per cent. 5~year War Bonds 

... 

8*0 


Total ... 

:29*5 


The experiment of 1917, having proved encouraging, 
it was decided to repeat it in 1918 and it was arranged 
that the money raised by means of the war loans should 
be paid over to His Majesty’s Government as part re- 
demption of the war contribution of £ 100 million made 
by India of which a third had been already paid off. The 
loans had the welcome effect of placing at the disposal of 
the Government of India sufficient funds to make disburse- 
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ments for His Majesty’s GoYernment. In 1913-19 tie 
receipts from the main section of the loan amounted to 
Rs. crores. Government having offered 7 and 10 year 
Bonds at 5^4 per cent, free of income tax in addition to 
3 and 5 years War Bonds. The receipts from the Post 
Office section exceeded 5^4 crores. The offer of a 5 per 
cent income tax-free loan without limit of amount and 
repayable in 1945-55, in 1919-20, gave the Government 21J4 
crores of rupees, of which Rs. 61^ lakhs were received 
through the Post Office. The special propaganda associat- 
ed with the previous two war loans was not repeated this 
time and therefore, the public response was particularly 
encouraging. 

The Government of India used to raise temporary 
loans long ago by issuing treasury bills ; but their place 
was later taken up by the special reserves which were drawn 
upon in cases of need. But ‘ the drain on our resources 
caused by heavy war payments for His Majesty’s Govern- 
ment and the Secretary of State’s Council bills led us in 
the middle of October (1917) to introduce a new experi- 
ment — the issue of short term. Treasury Bills which could 
be taken at option for periods of 6, 9, or 12 months.’ Three 
months’ bills also were issued later on and by the end oj 
the year 1917-18, about £ 30 million was obtained in this 
way. 

^260. Reduction of Debt. — While our Finance 
Ministers used surpluses to reduce the unproductive debt, 
small though it was, the late Mr. Gokhale contended, year 
after year, that they should have been mainly devoted to 
the financing of schemes of social reform. Persistent sur- 
pluses, he urged, were funds taken out of the pockets of 
the tax-payers* and must either be returned to them through 
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remission of taxiation oij much better, be devoted to the 
spread of education, improvement of sanitation and so om 
The following long extract from one of his speeches in 
the Viceroy’s Council, gives a lucid exposition of the 
Public Debt position in India and of his views In that 
connection :■ — 

“‘Sir, what is the amount of our debt? Our total debt 
is made up of various component factors. There is the 
permanent or funded debt. There is the temporary or 
unfunded debt. And there are various funds with the 
Government, such as savings banks deposits, service fun s, 
special loans, judicial deposits in courts and so forch. 
Against this the Government have their Railways and 
Irrigation works, their loans and advances to local bodies, 
hTative States and cultivators, aid their cash balances. 
Deduct hig these latter from the total debt, what remains 
is the true ordinary or unproductive debt Kow taking the 
figures for 1907-8 and bringing them up to date, we find that 
in 1907-8 the permanent debt in India was 88'55 millions; 
the permanent debt in England was 156*48 millions, or, in 
the two iountries together 245 millions. That was the 
funded, permanent debt, that year. The unfunded debt in 
that year was only 1 million. Then about 20 millions 
represented special loans, service funds, saving banks 
deposits, departmental and judicial deposits and miscell- 
aneous obligations of the Government, or total liabilities 
of 266 28 millions or 400 crores of the liabilities of the 
Government. As against this the Government of India 
had In that year 177*7 millions invested in railways and 
29 ’87 in Irrigation works or a total of 207*57 millions under 
the two heads together. The Railway debt was earning 
about 5 per cent, the Irrigation debt about 7 per cent. 
Therefore it was really no debt at all in the sense in which 
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the term debt is used. That accounted for 207 out of 2135 
millions. Then the loans and advances by Government to 
various Local Bodies, Native States and cultivators 
amounted in that year to 13 millions, and the cash balances 
were 18*6 millionvS. Thus 239 millions out of 267*28 millions 
represented the investment and cash balances of the 
Government, leaving only about 27 millions of real unpro- 
ductive debt for the country. This was in 1907-08. Since 
then the position has undergone some deterioration. Of 
course, there has been additional borrowing for Railways 
and Irrigation, but we we need not take that into account 
since Railways and Irrigation investments are earning 5 
and 7 per cent, interest respectively. But there was a 
deficit in 1908-09 of 3*74 millions. In 1909-10^ there was a 
surplus of *61 million and this year excluding the opium 
surplus of 3 millions, there is still a surplus of .49 or half 
a million. The position therefore during the last 3 years 
has undergone a deterioration by about 2*64 millions and 
we must add that to the figure for 1907-08 to find the total 
unproductive debt at the present moment. This comes to 
29*7 millions, say 30 millions. Or if the Finance Minister 
will prefer it, I am prepared to take the funded unproduc- 
tive debt, as it appears in our accounts, which is 37 millions 
That means making a present of about 7 millions to the 
Hon’ble Member but I will do so and will take 37 millions, 
for the purposes of my argument. Now, Sir, - what is a 
total unproductive debt of 37 millions for a vast country 
like India? What is such a debt compared with the huge 
debts of. other countries? And is the reduction of this 
trifling debt a matter of such paramount importance that 
everything the Finance Department can lay hands on 
should be devoted to this reduction to the practical exclu- 
sion of all other useful objects, as has been done, during 
the last 10 or 12 years? Sir, my protest against this policy 
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of the Government has been a long-standing one. Year 
after year, for the last 10 years, I have been raising my 
voice in the Council against this policy, but so far without 
much effect How does our unproductive debt compare 
with that of other countries? In England at the present 
moment, you have a national debt of over 700 millions, 
corresponding to our unproductive debt. In France it is 
over a thousand millions. In several other countries it is 
four to five hundred millions. Even in an Eastern country 
like China it is about 110 millions* though the annual 
revenue is much smaller than ours. The Hon’ble Member 
speaks of the necessity of strengthening our credit. If we 
look at the rates of interest at which different countries 
borrow, it will be found that our credit is exceedingly 
good/’^ 

It was plausibly contended on the other side that a sur- 
plus could not be put to a better use than to the reduction 
of unproductive debt and that a similar sinking fund ar- 
rangement existed in Great Britain for extinguishing public 
debt. What happened in India during the firs^t detade of 
this century was that surpluses persisted in occurring year 
after year, averaging about Es, 4 crores a year. This was 
due partly to underestimation of revenue and overesti- 
raation of expenditure and partly to the existing high level 
of taxation— an effect of the new currency policy inaugurat- 
ed in 1899. The surplus revenue ought, therefore, to have 
been spent on measures of social reform rather than in 
reducing the public debt. India’s unproductive debt has 
now increased fey the addition of £ 100 million, an amount 
given as a war contribution to Great Britain. Sinking 
fund arrangements have been made in connection with 
tb is debt. It must be remembered that against this, we 


l See GoKhale and Economic Sefonn?, pages 219-222. 
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have a special reserve of £ 20 millioi], and about £ 36 
million of the Gold Standard Reserve. The Public debt 
position of India will be clear from the following table : — 


Debt outstanding 
on 3 1 St Maich 

i9i4~i5 

I9i6-i7 

1 Revised. 

1 1920-21 

Budget. 

Sterling 

£ 

iSSjiSOjSSS 

£ 

174,144,724 

1 

1 ^ 
j 238 505.524 

£ 

192,652 57c 

Rupee Debt — 

Rs. 

Rs. 

! Rs, 

Rs. 

Permanent Debt — 



1 


New Loan 

... 

.. 

i 

15.00,00,000 

5^ per cent 



i 

j 

29,39,34,67" 

5 per cent 

... 

1,10,5 1,523 

’ 27,09,65,523 

44,84,24,394 

4 per cent 

3,i9,oOjOoo 

21,46,54,000 

i6,i6, 77,000 j 

17,24,92,100 

3] per cent 

i38,I2,2i,4oo 

132,02,13,950 

ii8,9o,^8,95o j 

119,12,23,073 

3 percent^ . j 

8,20,59,500 1 

7,26,69,400 

6,6i,93,4oo * 

6,56,36,25c 

Other Debt 

1,00,84.800 j 

1,00,14,200 

i}Oo,i3,9oo 

I,oo,i4,occ 

Temporary Debt 

i 




Treasury Bills 

1 

i 

4 X ,00,00,000 

3 1, 00,30,000 

5] pel cent. War 
Bonds. ; 
Other Loans ...| 

! 

4,9i,6’,2SS 1 
50,00,000 ! 

3i ,74,74, oSd I 

! 

38,26,04,942 

1 

Savings Banks ; 
Balances, j 

21,84,66,176 

i 

1 

25,25,68,358 ‘ 

i 

30,26,37,358 

32 00,23,358 


261. Provincial Finance.— In the course of the 
evolution of the financial relations between the Govern- 
ment of India and the Provincial Governments, the latter 
had come to secure shares in growing sources of revenue, 
and the quinquennial contracts about those shares, had 
been converted in 1904 into quasi permanent, and in 1911, 
into permanent agreements. ‘The new system was free from 
some of the conspicuous evils, of the old viz., the quin- 
4|uennial revisions of the contracts, the raids made by the 
Government of India on the provincial resources and the 
69 
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scramble among the Governments for larger assignments 
of revenue. Still the Provincial Governments had no 
povrer of levying taxation and of borrowing on their own 
account and the ‘doles ’ which the Central Government 
gave to them out of its surpluses, proved inconvenient. 
The introduction of partial responsible Government in 
the Provinces and the grant of a large measure of auto- 
nomy to the Provincial Governments, necessitated a whole- 
sale rearrangement of the financial relations on the lines 
of federal organization towards which the country had 
been imperceptibly moving. In their report on constitu- 
tional reforms, Mr. Montague and Lord Chelmsford, 
therefore, proposed that the Imperial and the Provincial 
sources of revenue should be entirely separated, that 
land revenue which was every where a shared head, and 
irrigation and excise wherever they were divided, should 
be provincialized and also receipts from judicial stamps. 
The income tax and receipts from oommerciai stamps 
were to be handed over to the Government of India to 
supplement the entirely Imperial sources of revenue such 
as customs, railw^ay receipts, salt and opium. 

This redistribution of resources was, however, calculat- 
ed to leave a deficit in the Imperial exchequer and it had to 
be made good by contributions out of the gains made by 
the Provincial Governments. It was calculated that on 
the budget figures for 1917-18, the Imperial deficit would 
amount to Es. 13*63 crores ; and this amount was to be 
distributed over the provinces, each contributing 87 per 
cent, of its gross surplus accruing under the proposed 
scheme. This arrangement did not, of course, presume to 
remove the inequalities that existed as regards the finan- 
cial contributions and sacrifices that Provinces had to 
make in different proportions to their revenues. Powers of 
independent taxation and borrowing were likewise to be 
conferred on the Provinces, to be exercised within obvious 
limits required by the peculiar relations in which they 
stood to the Central Government 

262. The Meston eonimittee.— The scheme pro- 
posed in the Joint Report was not received with favour, 
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and on the recommendation of the Joint Select Com- 
mittee of Parliament which considered the Reform Bilh 
the Secretary of State appointed the Meston Committee 
to give advice as to the provincial conlribntfons to 
he made to the Imperial exchequer and allied questions. 
Owing to the savings which the Government of India was 
able to make in its expenditure, brought about by a high 
rate of exchange, its contemplated deficit had been reduced 
from 13’63 to 6 crores. But the Meston Committee increased 
it to about Rs. 10 crorss by proposing the provincialisia- 
tioii of the revenue from General Stamps and with slight 
adjustments, it proceeded to discover a formula for distri- 
buting the amount of this deficit among the Provinces. It 
sought to fix the ‘initial contributions " which would, 
in the course of seven years, become ‘ standard contri- 
butions.’ 

The Committee could not conceal from itself ' the 
disadvantages in ordinary circumstances, of a system of 
provincial contributions’ and anticipated that ‘the Govern- 
ment of India will direct its financial policy towards 
reducing those contributions with reasonable rapidity, and 
their ultimate cessation.’ But it could not devise a suit- 
able method for redressing the grivance of a province like 
Madras about a proportionately larger portion of tlie 
revenues contributed by its people, being assigned to the 
Imperial exchequer. For doing justice to Madras, it could 
not reasonably leave other JProvinces to levy additional 
taxation to finance their normal requirements. The Com- 
mittee examined various basic principles suggested for 
distributing the Imperial -deficit, such as revenue, popu- 
lation and expenditure and hit upon the plan of assessing 
provincial contributions upon the amounts of ‘additional 
spending power* acquired by the Provinces by the re- 
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j -distribution of their sources of revenue. Its recommend- 
ations were summed up in the following table 

In lakhs oi 


1 

province. 

1 

Increased spend- ! 
ing power under ' 
new distribution j 
of revenues. 

Conti ibutioQs as 
recommended by 
the Committee 

Increased spending 
power left after 
contributions 
are paid. 

Madras 

5,76 

3,48 

2,28 

Bombay 

93 

56 

37 

Bengal 

1,04 

63 

41 

U. P. 

3,97 

2,40 

1,57 

Punjab 

2,89 

1,75 

1,14 

Burma 

2,46 

64 

1,82 

Bihar & Orissa... 

51 . 

i Nil. 

51 

C. P. 

52 

' ' 22 

30 

Assam 

4 5 

15 

1 37' 

1 

1 , 

Total ••• 

1 

1 18,15 

1 

9.83 

t 

I 

; 8,67 


263* Provincial ©ontribntions,— 115 making its 
recommendatioiis, the Financial Relations Committee had 
to take care to see chat no Province was started on its 
career of financial autonomy with a deficit budget or with 
the immediate necessity of additional taxation. It nad, 
therefore, to impose a higher contribution upon Provinces 
like Madras and the Punjab whose gains were compara- 
tively extensive, and to give room for dissatisfaction and. 
protest. The jovernment and the people of Madras, tor 
instance, strongly disapproved the proposal that their 
Province should be made to contribute Rs. 3*48 orores out 
of the Rs. 5'76 crores which was the increased spending 
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power secured by it The initial contribution of Madras 
was to be 35^ per cent of the total Imperial deficit 
against the 5H per cent, of Bombay and &}/£ per cent of 
Bengali 

The complaint of Madras was that the unequal and 
the unjust treatment which had been meted out to the 
Province for years, was going to be perpetuated. With a 
population twice as large as that of Bombay, Madras had 
to be content with a revenue and expenditure which were 
hot larger. And under the proposed scheme the burden 
imposed upon it, was again heavier* While this was the 
ground of the Madras protest, Bombay had a grievance of 
its own. It had reference to the proposal* of the Meston 
Committee that the entire proceeds of the Income-tax 
collected in Bombay should be transferred to the ex- 
chequer of the Central Government. 

The Committee was swayed in its decision to hand 
over the whole of the income-tax receipts to the Imperial 
exchequer by various considerations among which the 
cheif were the high level of the cost of administration 
which had been attained in Bombay, the long strides with 
which its revenues had advanced during recent years and 
the industrial and commercial wealth and the enterprise 
of the people of the Presidency. Curiously enough, these 
very reasons were strongly urged against the Committee's 
suggestion. It was contended that the tax on incomes 
was the only means the Government .of Bombay would 
have to tap the wealth of the people, that land revenue 
and excise had already reached the limits of productivity 
and that the development of the Province was bound to be 
seriously retarded if the income-tax was handed over to 
the Central Government. 

Financial Readjustment —From the account 
given in the preceding sections, of the development and the 
present position of Indian finance, it will have become 
clear that the fiscal system and prospects of Jhe ^ country 
have undergone important modifications. There is first of 
all, (1) the eno*^mous increase which has taken place in the 
total expenditure, which is calculated at £ 134 million^ 
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inclnding a surplus of £ 2 million, for the year 1920-21, 
against £ 112}4 million in 1917-18 and about £ 83 millions 
in the last pre-war year, 1913-14. This is an increase of 
nearly 6D per cent, and there is little probability of any 
reduction in the national expenditure. The Army expen- 
diture has nearly doubted and the salaries and expenses 
of civil departments are expected to cost about £ 29 mil- 
lion as compared with £ 18 million before the war. * 

(2) The increased expenditure is being defrayed 
mainly out of the expansion of customs, ^excise and in- 
come tax revenue. Customs yielded £ million in I913‘-14 
and are calculated to yield £ 13^ in 1920 21, the in- 
crease being largely due to enhancement of duties effected 
during the war. Before the war the Income Tax barely 
produced £ 2 million ; in 1920-21, it is expected that it 
will give £ 13?-^ million, thanks to the reorganization of 
the whole system of the tax and the imposition of the 
super tax. The increase In the excise revenue is due to 
the higher prices of liquor and the increased license fees 
obtained by Government. Revenue from customs duties 
will have to be conserved and schemes of Imperial pre- 
ference will have to be carefully scrutinized with a view 
to safeguard the national revenue. Though taxation upon 
consumption is not desirable, it will not be a pr^tical pro- 
position to dispense with customs duties of a restrictive 
character for many a long year. 

(3) The redistribution of the revenues of the Govern- 
ment of India and the Provincial Government^ is another 
feature that deserves notice. Provincial legislalf res will 
not be over anxious to levy additional taxation, but the 
natural increase in the revenues of the Provinces may be 
confidently looked forward to owing to the fiscal autonomy 
which has been conceded to them. The financial needs of 
the Provinces for schemes of development are urgent ^ and 
the Central Government will have to dispense with Pro- 
vincial contributions at an early date and must improve 
its own sources of revenue. The injustice done to Bombay 
in the transfer of its share of the income tax to fche Gov- 
ernment of India, must likewise, be redressed. 
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(4) The improvement of local finance is a subject of 
equally great importance. The total receipts of local 
authorities in the United Kingdom in 1913 amounted to 
£ 200 million and thus equalled the total national revenue 
of the country. Of this, 41 per cent, represented receipts 
from rates. The aggregate revenues of all local bodies in 
India do not exceed Rs. 30 crores against a national re- 
venue of Rs. 200 crores. These bodies must be allowed to 
raise revenue from land and for this purpose, the present 
land tax will have to be handed over to them after the 
necessary readjustments. The popularization of local 
se!f government must go hand in hand with financial im- 
provement in the case of the local bodies. 

(5) Except for the large'^addition of £ 100 miliion, the 
war contribution of India to the Imperial Government, 
which is not shown as .^ordinary registered debt and does 
not, therefore, fully figure in the table exhibiting India’s 
national debt, given in a preceding section, the public debt 
of the country, is wholly a productive debt. Provincial 
Governments will now be allowed to borrow on their own 
account for carrying out works of development and local 
bodies must do the same on a larger scale for financing 
works of sanitary and other improvement. This will mean 
a valuable investment which is calculated to yield a 
handsome return in -improved public well-being and in- 
creased financial productivity. 

265* Taxes Upon Incoine* — More efficient ex- 
ploitation of national property such as forests, railways, 
^and minerals ought to give the State a steadily growing 
revenue in the near future and the prosperity of indus- 
tries and trade, is calculated to bring more grist to the 
State mill. But the most hopeful -and proper source of 
increase will be taxes upon income. The principle of 
graduation has been already applied in a pronounced form 
to the income-tax in India, and the methods of assessment 
and collection are being fast improved with beneficial 
financial results. 

It was felt for a long time that the tax upon incomes 
was opposed to the genius and the traditions of the Indian 
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people and that it was, therefore, not a suitable means of 
drawing State revenue. The failure of the early efforts in 
this direction, gave point to this view and it was exploited 
by the wealthy classes whose opposition was inspired, 
mainly by self-interest. Thefirst income-tax in India impos- 
ed by Mr. Wilson in 1860, was based upon the English model, 
there being four schedules instead of the five of the British 
Act. It had all the features of the English tax, its ex- 
emptions and graduation, but not proving very productive, 
it was abandoned in 1865 and a license tax upon trades 
and professions was substituted in 1867. 


The License tax and the Certificate Tax of the same 
nature ‘Which succeeded it for a year, had a short life and 
the Income tax was revived in 1869 to be abolished again 
four years later. The permanent Income tax was imposed 
in 1886 and has remained in operation since then, the 
only important changes introduced in it, being the raising 
of the taxable minimum from Rs. 500 to Rs 2,000 in 1919, 
and the super tax being tacked on to it in 1917 The 
Income Tax Act of 1918, was intended to improve the 
machinery of the assessment and collection of the income 
tax and there is a very wide scope for this im;^ovement. 
There are difficulties in the way of ascertaining incomes 
of people and the system of calling for declarations from 
assessees is being substituted for that of the officials 
making up a register on such information ^ may be 
collected by them. Even so, many incomes escape or are 
taxed at a lower rate, but the assessment and collection at 
the source, as in the case of salaries and pensions of 
Grovernment servants, profits of registered companies and 
firms and interest on Government securities, are more 
accurately effected. 


It is clearly necessary that death duties and in- 
heritance taxes on the British model; should be introduced 
in this country. These taxes constitute a legitimate and 
efficient method of making wealth, pay its reasonable 
contribution to the national exchequer. The principles of 
graduation and of differentiation as well as that of ex- 
emption should be adopted as in England, It may be 
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objected that these taxes will not be very productive and 
that the trouble will not be worth taking. It is true that the 
average amount of wealth possessed by people in India is 
comparatively small, and that persons who have suffici- 
ently large incomes to render them liable to pay the income 
tax, are very few. When the taxable minimum was raised 
from Es, 1,000 to Es. 2,000 in 1919, for example, the con- 
cession gave relief to no fewer than 2,37,000 petty asses- 
sees out of a total of 3,81,000 persons who were assessed 
to the income tax before. ITevertheless, if the State wants 
more money, it has to devise an equitable system of 
taxation which will conform, as far as practicaoie, 
to the sound fiscal maxim that every member of the 
community should be made to contribute to- the national 
purse in proportion to his ability which is to be guaged 
by the income he derives.' 


1 See L. G. Cbiozza-Money : Bichea and Poverty, Chapters XXI 
XXII. 
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266* Price Levels : — When we estimate the com- 
parative utility of an object, there emerges^the idea of its 
value. The value of one object may be expressed in 
terms of other objects when the comparative estimates of 
their desirableness are stated. There are several theories- 
in Economics in connection with the causes of value with 
which we are not here concerned. What is to be noted 
is that when value is expressed in terms of money, it is 
called price, and as barter has disappeared in all civilized 
countries, the question of prices has assumed considerable 
importance. What is the cause of price, whether it is cost 
of production or the relation of demand for and supply of 
goods, need not be here considered. But it is necessary to 
understand that money is itself a commodity and as values 
are expressed in money, its own value is an important 
economic factor* 

The rise or fall of the prices of different commodities 
may be due to different causes* When- the supply of a. 
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commodity exceeds the demand for it, sellers have to be 
content with a smaller price the purchaser may be willing 
to give. The reverse will happen if the demand exceeds 
the supply. What will be the degree of the rise or fall, 
will be determined by the keenness of the demand and the 
ability of the supply to wait for a turn of the market. 
Much depends upon the conditions under which the supply 
is produced, the time required to increase it, the 

substitutes with which the consumer is likely to be satis- 
fied, and so forth. 

Price is, therefore, an illustration of the law of de- 
mand and supply. There cannot be a general rise or fall 
of values, but this phenomenon can take place in the case 
of prices. Money is a measure of value, and if owing to a 
change in demand for or supply of it, its own value changes 
the change must be reflectd in a general alteration in the 
prices of all commodities. Prices of different commodities 
are always rising or falling in different degrees, and the 
changes may be accounted for on the ground of deficiency 
or excess of supply or of demand. But a more or less uni- 
form rise or fall cannot be so explained and-we must look 
for an explanation of the ! phenomenon in the change of 
supply of the common measure of value viz. money. 

267. Quantity Theory of Money.— A rise of 
prices means depreciation of money. When prices go up, 
the purchasing power of money goes down. In fact, the rise 
of prices and depreciation of money are two aspects of the 
same phenomenon. The fact that prices go down, means 
that a smaller quantity of money is sufiScient to buy a 
stated commodity and there is appreciation of money. It 
is on this relation between prices and the quantity of money 
in circulation that the “quantity theory of money” is based. 
The quantity of money includes paper as well as metallic 
money, because credit very largely expands that quantity: 
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ar.d the veiooity with which money moves from hand to hand 
in exchange transactions, practically adds to the quantity. 
If the increase in quantity is accompanied by an increase 
in the volume of exchange transactions, the price relation 
will remain unaltered. 

Taken with its limitations, the quantity theory of 
money is perfectly sound and satisfactorily explains the 
general rise or fall in prices. If the number of coins in 
circulation increases to a larger extent than the commodi- 
ties for which they are to be exchanged, there will be too 
much money and prices will rise. There will be a fall of 
prices if the quantity of money decreases or the quantity 
of goods to be exchanged increases while the circulation 
of money remains unchanged. 

We shall not here deal with the elementary considera- 
tions relating to factors which govern the fuctuation of 
prices in general and with the nature of customary and 
monopoly prices. The question of prices in India, as 
elsewhere, is mainly a question of -the operation of the 
law of demand and supply ; and evidence for this is to 
be found in the rise of the level of prices of food grains 
in times of famine and scarcity. The defective character 
of communications and absence of keen competition as 
also the predominance of custom in the economic rela- 
tions of people, long governed the course of Indian prices 
But the railways which have brought the various parts of 
the country into closer contact with one another and India 
itself into intimate touch with foreign countries, have 
changed the nature of the problem of prices, which are 
more susceptible than before to changes in the markets of 
the world. 

The history of prices in this country reveals the 
influence which the character of the monsoon exercises 



COURSE OF PRICES. 


5o7 


upon their constant rise and fall. Though the iirproTe- 
ment of the means of communication has tended to an 
equalisation of prices in different parts of the country and 
to a general rise in them, the prices of food grains, of raw 
materials and of indigenous manufactures are still 
regulated by the favourable or uufavourable nature of 
rainfall, the prices of importe 1 goods being but slightly 
affected from year to year. Varying local prices are fast 
being replaced by uniform general prices and the country 
is becoming one common market instead of a series of 
small local markets as in the past. Retail prices are also 
being regulated by wholesale prices much more strictly 
than before. And it is important to note that price levels 
appear to have been affected by the curreney policy of 
Government and therefore by the quantity of money in 
circulation, 

268. Soiirse of Prices. — As we have ]USI remarlced. 
the favourable or unfavourable character of rainfall, its 
deficiency and excess, is generally the regulator of prices 
in India and particularly those of the food of the people. 
The prices of articles of export, bulk of which are the 
products of the soil, are likewise similarly governed, 
though demand for them in foreign countries is an imp3rtant 
factor in their case. The famine prices of 18* ^-73 and of 
1899-1900 and the fabulous cotton prices during the Ameri- 
can War of Secession ( 1861-65 ) are instances in point. 
War prices of the past few years are the comLdned eliect 
of several causes, shortage of shipping, congestion on 
railways, deficiency of production and supply and aug- 
mented circulation of money. 

The general level of Indian prices began to rise in 
1904, and went higher and higher every year, until the 
rise assumed almost alarming proportions. The index 
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number went up from 100 in a normal year before tbe 
rise commenced, to 140 and even to 200 and more in cer- 
tain 3ases- The rise was attributed to different causes by 
different; people ; and while it was welcomed by some as 
an indication of growing prosperity, others traced it to 
the pressure of population on land and the normal de- 
ficiency of food supply as also to the currency policy of 
Government, which had, since 1899, artificially enhanced 
the value of the rupee. The question was discussed in 
the press and in the Viceregal Council, and the appoint- 
ment of a commission of inquiry was suggested. Gov- 
ernment thought that the new currency system inaugu- 
rated in 1893 and completed in 1899, had not had a suffi- 
ciently long trial and that commissions had always an 
unsettling effect upon things; they, therefore, deputed 
Mr. K. L. Datta to collect statistics on the question of 
high prices and asked him to submit to them a report 
thereon. 

We give below index numbers of prices of a few selec- 
ted articles, showing fluctnatians and the recent apprecia- 
tion : — 
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269. High Prices in India.— The causes of the 
high prices, Mr. Datta concluded, were mainly of two 
kinds : — (1) causes peculiar to India, and (2) causes whose 
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efFacfcs were world-wide. Among the former were (i) & 
decreased production of food stuffs, (ii) an increased de- 
Biand for Indian raw materials and food products, (iii) 
development of communications, and (iv) decrease in the 
cosr of transport; and among the latter, the chief were (i) 
increased supply of gold, (ii) development of credit, (iii) 
destruction of wealth in wars and (iv) expenditure on the 
armaments, Mr. Datta thought that all these causes 
combined to raise the prices in India and that the rise was 
nDt due to any one cause. He was, however, convinced 
that the prices of food stuffs in this country had risen on 
account of the fact that the food supply of India, compared 
wirh the demand, reached its lowest level in the quin- 
quennium 1905-09 and thus shortage of supply undoubtedly 
contributed, in no small measure, to the unusual rise in 
prices during that quinquennium. 

Broadly speaking, three theories about the rise of 
prices, held the field : (1) that the large volume of the 
rupee currency which^ under the gold exchange standard 
system, ceased to be automatic, led to the depreciation of 
the token rupee ; (2) that Indian currency had nothing to 
do with high prices which could be explained by economic 
changes of considerable magnitude going on in India and 
the outside world ; and (3) the pressure of population and 
deterioration of the soil were mainly responsible for the 
rise of prices. Finance Members like the Hon^ble Mr. 
Baker and Sir G. Fleetwood Wilson, held the second view,^ 
and it was endorsed by Mr. K. L. Datta. Mr* Gokhale and 
ethers were inclined to accept the first theory and some 
emphasised the third. These views found expression in 
tha Viceregal Council, when the question was referred to 
year after year. ^ 

That the quantity theory of money applied to the 
problem, seems to have been admitted by every one ; and 
the difference lay in the emphasis laid upon the different 
terms in the price equation MxV=^TxP, (M = money, V =« 
velocity of circulation, T ~ trade or volume of exchange 


i See Grokhale and EeoBomic Reforms : pages 183-187. 
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transactions and P = price) and on the part played by the 
quantity of the token rupees in circulation. Thus Mr, 
Datta thought that the quantity of monev^ increasing with 
the expansion of credit and increase in its velocity, prices 
of food stuffs were bound to increase while the volume of 
their production remained .steady. The Government of 
India did not, of course, admit the explanation of Mr Datta 
about the insufficient supply of food grains ^ This theory 
is only an application of the law of demand and supply 
and must hold good if proper attention is paid to ‘other 
things remaining the same/ 

270. Giirrency and Prices.— Making full al- 
lowance for the fact that “India by its adoption of a gold 
standard, has been switched on to the currency guage of 
the rest of the world and is undoubtedly bearing its share 
in the price fluctuations to which the rest of the world has 
been subject,”^ and for the increased demand for certain 
of India’s products, which has-overtaken the supply, as also 
for the pressure of population on a food supply which does 
not increase, one is led to believe that the general rise of 
the price level was, to a considerable extent, due to the 
disproportionately large supply of currency. The spell of 
high prices ruling in Europe and America had been attri- 
buted to "the increased output of gold and the consequent 
expansion of currency and credit all the world over. The 
same phenomenon was to be markedly witnessed in this 
country, and the relation between high prices and the 
Indian currency system seemed to be intimate. 

The official view was that the Indian currency system 
was automatic, that no more rupees were issued from the 
mints than were absolutely necessary for the purposes of 
trade and that it was the rise of prices which had necessit- 
ated the increased coinage of rupees. Government certainly 
issued rupees in response to the aemand of trade, but the 
output of these token coins had been exceptionally heavy. 
Mr. Keynes says “ The effects of heavy coinage are 


1 See pag«8 159-162 above. 

2 Sir Guy Fleetwood Wilson in the Viceregal Gotiocil. 

71 
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cumulative The Indian authorities do not seem to have 
understood this. They were, to all appearances, influenced 
by the crude inductive argument that, because there was 
a heavy demand in 1905-06, it v/as likely that there would 
be an equally heavy demand in 1906-07 ; and when there 
was an actually heavy demand in lOOS-O?, that this made 
it yet more likely that there would be a heavy demand in 
1907-08. They framed their policy, that is to say, as 
though a community consumed currency with the same 
steady appetite with which some communities consume 
beer.’*^ 

There was, during the years 1902-1907, a close paraliel- 
lism between the growing output of rupees and the 
steadily rising prices. The rupees are not now melted 
as they used to be before the closing of the mints, as this 
procedure entails a loss. When the price of silver rose, 
it was at times profitable during the latter part of the war 
period, to melt rupees and use them as bullion ; and it is 
believed that in spite of Government prohibition, large 
quantities of these coins were melted in this way. The 
absorption of currency among the people has been on a 
steadily increasing scale and this inflation must have had 
a material effect in pushing up the price level. Experience 
has taught that rupees distributed over the interior of the 
country in payment for the staple products, do not quickly 
return to centres of commerce and industry and efforts 
have -ome times to be made to get this currency back. If 
additions continue to be made to the existing stock of 
rupees, the inflation must raise prices though not in the 
same proportion, because a part of the currency is re- 
quired to meet the increasing volume of trade. This is 
the way in which the unautomatic character of the 
currency system acts upon prices. 

2T1« Inflation of ©lllTOncy.-^Oarrency is indeed 
issued in response to a demand for the financing of the ex- 
port trade in cotton, wheat, jute, oil seeds etc Much of 
this currency returns to Government treasuries and banks, 
but a portion remains in the hands of the people and in 


1 Indian Currency and Finance. 
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circulation. These continuous additions to the currency 
cannot but result in inflation, the only counteracting force 
being the steady growth of trade. The experience of 
i;he year 1916-17 as to the extremely slow movement of 
rupees from circulation into the Government treasuries, 
indicates that heavy absorption of currency, year after year, 
must have had something to do with the rise of prices 
along with other factors in the complex problem- Similar 
absorption has recently taken place in the case of currency 
notes also, and the process of deflation has already been in 
operation for some time. 

The question of inflation has formed the subject of 
discussion in all countries during the period of war. The 
high prices ruling during this period, were admittedly the 
result of a deficiency of supplies of commodities chiefly on 
account of the shortage of tonnage and war destruction. In 
India the rise in the prices of articles of import has been 
much greater than that in the prices of articles of local 
production. The relation between the prevelent high prices 
and the heavy absorption of currency has been denied by 
ofl&ciais. How the two are related it is extremely difficult 
to determine. But that prices have been pushed up at least 
partly by the large supplies of currency seems to be certain. 
Crores of rupees were spent by Government for war pur- 
poses, and the coins and notes ’’they put into circulation, 
were slow to return to the State treasuries. Hence the 
necessity felt of attracting the metallic currency by means 
of war-loans back to the treasuries and the banks. 

The problem of prices is complex and various factors 
exert their influence in determining the price levels. Im 
sufficient supply of Indian products, high gold prices ruling 
in outside markets, a large external and internal demand 
for Indian products, the expansion of credit all these 
factors must be given their due weight. But the peculiar 
character of the rupee currency, and the manner in which 
it is issued and is absorbed, cannot be ignored as an im- 
portant cause of the rise of prices. A rise thus brought 
about, cannot be complacently regarded as natural and 
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beneficial, and an effort must be made to minimise the 
influence of that cause by improving the existing currency 
system. The idea of prosperity induced by high prices 
must prove misleading if all the factors causing the rise 
are not taken into account. 

272. Effect of High Prices. — In our Chapter on 

Production and Population we have shown how, “ if more 
mouths have to be fed with the same or nearly the same 
quantity of food, the prices must rise and this rise cannot 
be an object of congratulation or consolation in view of 
the fact already noted that the closing of the other indus- 
trial avenues is driving many people on to the land ” ^ It 
is superfluous to repeat that the producers of raw materials 
which command high prices in the foreign markets, must 
benefit to the extent of the larger margin afforded (1) if 
the profits are not intercepted by middlemen and ( ii ) the 
cost of production is not increased. Aud raw materials 
required for indigenous industries must be sufficiently 
cheap as also the necessaries of life of the mass of the 
population. Then only will high prices prove beneficial 
to producing classes. 

Cultivators supplying their own labour and producing 
their own food, receive larger incomes on account of high 
prices. But those who have to employ dear labour and 
buy dear food and other necessaries of life, cannot be any 
the better for a higher level of prices. We have shown 
above that food production in India has not kept pace 
with the increase of population. A rise in the price of 
food grains, therefore, which is brought about by in- 
suffiiciency of supply, can have no beneficial effect upon 
the community. Even it we take only the producers of 
food grains, though rising prices must be an advantage 
to them, it must not be forgotten that to the growing 
number of agriculturists this must be only a palliative. 
Cheap food is regarded everywhere as an essential thing 
to a nation, and we must have an abundance of 
cheap food rather than insufficient supplies of dear food 
grains. 


1 Page 162. 
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The country 5 as a whole, must benefit by a rise in the 
prices of exported commodities only if there has been no 
corresponding increase in the prices of imported goods. 
Mr. Datta observes : — ‘‘ India’s exports have thus grown 
considerably in value in consequence of the rise of prices 
and only a part of this increase goes towards meeting the 
increased cost of her imports. There has also been a 
considerable increase in the volume of the imports of 
many classes of goods required for consumption and the 
increase in the imports of many classes of goods which 
were formerly considered as luxuries but are now recogniz- 
ed as necessaries, bear eloquent testimony to a standard 
of living which is rising higher and higher with the rise 
of prices and the material prosperity of the country.” ^ 

The true benefit will be measured by the difference 
between the prices of the exported and imported com- 
modities, their character and their quantity. During 
recent years, as the price statistics given in the tables on 
a preceding page will show, the prices of imported articles 
rose higher than the prices of exported commodities. 
Though the high prices of exportable goods have thus 
benefited the producing classes, the advantage gained by 
them and by the country, as a whole, has been counteract- 
ed by the higher range of the prices of articles imported 
into the country. 

27 Speculation and Prices. — Prices in the in- 
terior of the country are generally regulated by custom 
and are little affected by the movements of trade in the 
big towns. It is only in the case of the staple articles of 
export such as cotton, jute, oil seeds &c. that conditions 
prevalent in foreign countries affect prices in the districts. 
Retail prices are not easily disturbed by the fitful currents 
of wholesale dealings in the larger markets, though the 
connection between the two, is becoming closer every day 
and is particularly marked in the larger towns. 

Concentration and specialization in production make 
buying and selling upon a large scale necessary. Even 


1 Eeport on High Prices. 



566 


INDIAN ECONOMICS. 


a small merchant has to buy in anticipation of the demand 
he will have to meet and he makes his own calculations as 
to the quantity and price. There is some risk involved 
in this purchase of large quantities long before they 
can be disposed of. But that is the chief function which 
the merchant performs and for which the consumer 
remunerates him. 

A cotton manufacturer must ensure an adequate sup- 
ply of the raw material at a reasonable price. Cotton is 
produced in a certain season and its quantity and price 
are likely to be affected by several circumstances. He 
must, therefore, buy in anticipation and must thus indulge 
in" a kind of speculation. “The essence of speculation 
lies in forecasting price movements and then buying or 
selling for a profit. Having made his forecast, the specu-^ 
lator buys if he thinks prices are going to rise, sells if he 
thinks prices are going to fall. He looks to the future 
and works on an estimate ; he takes the risk of loss if his 
forecast is wrong in return for the chance of gain if his 
forecast is right.”^ 

Manufacturers and merchants, therefore, buy and sell 
on contract and certain people specialise in effecting these 
speculative dealings. Sales and purchases for future 
delivery are carried on by brokers; and cotton, jute and 
other exchanges have come into existence in this country. 
In Bombay and Calcutta, the markets for these staples 
are controlled by associations of dealers who have their 
special rules under which speculative transactions are 
carried on. Speculation, if it is carried on with the de, 
finite object of securing and supplying commodities at 
fixed prices, is socially very useful and has the effect of 
steadying prices. But thers is a bad kind of speculation 
like the good kind, which degenerates into pure gambling. 

A person both buys and sells ‘futures* to make his 
gains and losses even ; and there is nothing wrong in this. 
But many people buy and sell without having the least 
idea of ever taking or giving delivery when the day fixed 
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for settlement’ comes. The payment of difference in 
the rates fixed involves loss to one of the two parties, 
because the calculations on which the prices were based 
may be upset by circumstances beyond his control. Reck- 
less and irresponsible speculators use all kinds of arts 
to manipulate prices in their own interests and the whole 
market is thrown into commotion and confusion by the 
manoeuvres of ‘bulls’ and ‘bears’. The ruin of a few people 
may lead to a widespread disaster and the whole structure 
of credit may be rudely shaken. The condition of the 
Bombay cotton market in March and April of 1918 with 
respect to speculation in Good Broach, whose price was 
pushed up by ‘bull’ operators to unprecedented heights, 
is an interesting illustration in this connection. 

There has latterly been a good deal of discussion 
relating to the cotton and the stock exchanges in Bombay. 
The condition of the cotton market became so dangerous 
to financial stability on account of the reckless cornering 
and gambling in ‘futures’ indulged in by speculators that 
at last Government had to intervene and to provide, by 
legislation, for ‘a well-regulated controlling authority in 
the form of a cotton control board having on it representa- 
tives of the different interests and associations concerned 
in the trade. The need is felt of regulating in a similar 
manner the working of the stock exchanges, of which there 
are now two in Bombay, the old and the INew Exchange, a 
new body having recently been brought into existence to- 
supplement the facilities afforded by the old exchange. 
The speculative mania has often reached such heights 
that a serious shock to public credit has been very 
narrowly escaped. Various improvements have been 
talked about, e. g. the reguiation of the ‘settlements’ which 
are monthly under the existing system. 

279. Standard of Living.— With the expansion 
of currency and the more general use of money, the 
habits and tastes of people of all classes are changing. 
In England, wages rose to a high pitch owing to the war 
and as more money circulated in the country, the work- 
ing classes spent more and devoted their earnmgs to the 
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consumptioB of iaxurles which were formerly beyond 
their reach. The working classes in England, women 
as well as men, have Deeome accustomed to a higher 
standard of life and their wages have had to be fixed in 
accordance with it*. That phenomenon is observable, on 
a small scale, in this ccmBtry also. Improvement of 
communications and imports of cheap articles of everyday 
use from foreign countries into India, combined with 
rising prices and higher wages, have induced people to 
consume such articles, and this consumption is producing 
interesting social effects. Restrictions imposed by caste, 
religion and custom, are becoming slack and new ways 
are being adopted in eating, dressing, furnishing houses, 
in amusements and in other matters. 

The growing imports of certain articles of luxury and 
convenience are taken as an indication of the above 
change in the objects and methods of consumption and as 
an unmistakable indication of material prosperity of the 
bulk of the population. An increasing use of clothing and 
of clothes of a better quality, the construction of better 
houses, the consumption o: wholesome food in suffi- 
cient quantity, improved water supply and sanitation, a 
growing habit of reading and a more liberal supply of the 
sources of innocent amusement and of tiie general ameni- 
ties of life, — these will certainly bespeak a higher standard 
of living. A mere substitution of one article for another, 
or a mere change of social customs, is by no means, a sure 
sign of true prosperity* 

The middle and the lower classes of population are 
doubtless now able to command certain comforts and 
luxuries which formerly they could not dream of enjoying^ 
and to that extent there are signs of the standard of life 
rising higher. More money circulates among them than 
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ftetore ; but most of the rayats have no stocks of grain, as 
they used to have, therelis scarcity and deterioration of 
milch cattle, and they do notjseem to feel better off in spite 
ot the changes noted above. Whatever prosperity we see. 
IS mostly the properity of the few and the volume of wealth 
appears to flow from the countryside to centres of industry 
and trade and from the mass of the population to the 
middlemen. The following statistics of imports of certain 
articles of luxury and convenience, are given as a proof 
of growing prosperity : — 


Imports of certain Articles of Luxury and Convenience. 





Lakhs 

of Rs. 




i9oS-o9 

i9o9-io- 

i9io-ii 

i9ii~I2 

i9i2~i3 

I9i3~i4 

Su^ar and Molasses... 

10,62 

II, i5 

12,62 

9,96 

i3,78 

i4,47 

Kerosene Oil ... 

3,32 

2,5 1 

2,37 

3,25 

2,56 

2,86 

Cotton piece goods ... 

32,20 

32,82 

37,54 

4I,20 

5 1,80 

60,54 

Silk 

1,85 

1,85 

2,3o 

2,i5 

2,55 

2,52 

Woollen piece goods... 

2,38 

1,58 

2,43 

a, 79 

2,4o 

3,06 

Apparel and haber- 







dashery ... 

1,95 

1,92 

2,84 

2,85 

2,75 

3}06 

Boots and Shoes 

39 

57 

46 

55 

65 

74 

Copper and Yellow 







metal 

1,69 

1,69 

2,22 

1,62 

1,76 

2.5i 

Matches 

75 

82 

I«4 

88 

98 

9o 

Soap 

4i 

45 

S3 

62 

7o 

74 

Betel nuts 

87 

88 

1,08 

i,o5 

1,18 

1,23 

Galvanised Iren sheets 

x,97 

2,42 

3, +5 

2,98 

8,83 

5,38 

Index No. (taking 
quinquennium 
i9o8-i3 as lOo)... 

58,33 

58,46 

69,36 

69, 9l 

84,74 

97,57 

86 

87 

99 

1,08 

1,25 

1,44 


There is no doubt about the fact that economic 
changes which are in operation in the country today, are 
producing far-reaching effects upon the methods of con- 
sumption and the general social status of several classes. 
Many people who have adjusted themselves to the new 
forms of industrial organization, are now able to earn 
72 
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more than if they had remained in the oid grooves pres- 
cribed by custom. They continue to be members of the 
old castes but their standard of living is being raised to 
that of the higher castes. They live, speak and dress 
differently and social equality is being created by economic 
improvement From the point of view of coi^sumption, 
Indian society no longer wears the old static aspect, and 
changes are visible on every side. Most of the articles 
of luxury and convenience given in the above table, are, 
however, largely for the use of the urban population and 
the masses dwelling in villages have but a small share in 
that prosperity. 

275. eoBsmuptioii and Prosperity.— The increas- 
ed consumption of imported articles may be an indication 
of material progress, so far as it goes. But there is the 
other side of the shield. Mr. Eamsay Macdonald says of 
the use of articles of luxury by the working classes in 
India as follows: — “Better clothes are being worn, cigaret- 
tes are beginning to take the place of the hookah, alcohol 
is being more widely consumed, shoes are more general, 
umbrellas are becoming more common. The people’s 
wants — too many of them debased — are becoming more 
costly to meet. As evidences of increased prosperity, I 
place little reliance upon such facts. These things no 
more show prosperity than expensive weddings or extrava- 
.gant funerals.” ^ 

An increase in the number of wants is desirable and 
a larger supply of necessaries and comforts is indispens- 
able for material progress. We see physical and intel- 
lectual lethargy in the villages and any thing that will 
shake people out of it, is welcome, but the masses are still 
uninfluenced for good by modern civilization. And the 
articles consumed either as substitutes or additions, must 
not lead to physical deterioration and moral debasement; 
and changes in the manner of living, dressing, amusement 
and so forth, must be conducive to healthy physical and 
moral development. Tea-drinking has already spread into 


1 The AwakeBiBg of India : images 177-78. 
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^the interior of the country and among all classes of people. 
In the Bombay Presidency “ the rapid multiplication of 
places of refreshment where tea is sold is remarkable and 
the beverage is becoming popular with the masses/’ Work- 
men, employes and others, find tea to be a welcome bever- 
age which braces the nerves and gives temporary eneigy. 
It can be easily prepared and can be had without difficulty 
at times when it is required. Coffee takes the place of tea 
in the south, while northern India is addicted to neither. 

The loss and deterioration of milch cattle in the coun- 
try, present a problem of the most serious import to the 
health and strength of the community. The results of a 
cattle census for this Presidency, recently published by 
rthe Government of Bombay, make melancholy reading. 
The mumber of milch cattle in the Presidency proper was 
3’8 millions in 1895-96, 21 millions in 1905-06, 2.9 millions 
in 1915-16 and 2*5 millions in 1919-20. The loss of these 
cattle during the famine of 1918, was enormous, and in 
certain districts simply disastrous. The result has been 
an unprecedented scarcity and dearness of milk and ghee, 
and prices even in normal years are higher than those of 
famine times. The problem of the preservation and im- 
provement of cattle is of the greatest economic importance. 
Dearness of milk must produce physical deterioration, and 
the question of fodder supplies which is connected with it, 
must be taken in hand immediately. 

The substitution of tea for the more wholesome bread 
and milk as food, cannot, however, be recommended and 
4he prevalence of the tea habit is to be deprecated on this 
'ground. The place of an adequate quantity of cheap, whole- 
some food of the old kind, cannot be taken by drinks and 
foods of the modern fashion without detriment to the health 
of the consumer. And many are martyrs to tea and coffee 
and, therefore, to dyspepsia and other diseases. The habit 
of consuming liquor is, again, on the increase and unfortu- 
nately it is shown as a sign of material prosperity. Among 
the lower classes, particularly in towns, drinking prevails 
. 1:0 a large extent. The introduction of money economy 
is placing money in the hands of workmen who are 
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tempted to spend a large portion of their earnings ow 
liquors and other intoxicants. The war, which brought 
temporary prosperity to the working clases, encouraged 
drinking to an appreciable extent. And the time seems^ 
to have to arrived for the State to control and check the 
consumption of intoxicants. 

The two chief religions of India, Hinduism and Islam, 
have condemned drink and yet the lower classes are taking 
more and more to it. Several workmen drink away a large 
part of their wages and make themselves and their families 
miserable. In the Punjab, for instance, we are told that 
** among all classes the increased means have not been 
accompanied by a proportionate development of the rati- 
onal enjoyment of leisure. The Jat, if his religion does- 
not forbid him, spends more time with the bottle and too- 
many find in the excitement of the law courts their only 
relaxation.” This is an illustration of the spread of the 
evil of drink throughout the whole country ; and the efforts 
of temperance reformers have clearly not produced any 
appreciable effect. 

In the second Chapter of this book, an attempt has 
been made to give an idea of the Indian out-look on life 
and on the material world. There we have referred to the* 
effect of the contact of modern Western civilization with 
the culture and social organization of India. The econo- 
mic, social and political evolution which began 150 years 
ago, is rapidly proceeding and the pace of the progress- 
has been recently quickened. There is a steady approxi- 
mation to European ideals, in dress, manners and institu- 
tions, and the goal of progress is believed to lie in the 
clothing of Indian spirit in the garb of modern civilization. 
Dramatic performances, cinemas and vices of all kinds 
absorb a large portion of the earnings of labourers and 
traders in towns ; and extravagance of the worst sort is- 
seen to eat as a canker into the vitals of the rich and 
also the lower middle and lower classes. The mass of the 
population in India has not yet experienced the full 
effects of the impact of the two civilizations, though the- 
reaction of the ne ^ forces on the people in the economic, 
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polit-ical and social spheres is clearly visible* Changes 
in production and distribution have been described in the 
earlier Chapters and those in consumption are noticed in 
the present Chapter. 

276* TMe Masses and ©onsnmption.— Indian 
cultivators and handicraftsmen have struck observers as 
people of simple habits, sober, contented and God-fearing. 
But their thriMessness and extravagance in marriage 
ceremonies and funerals have attracted a good deal of 
attention as also their fondness for ornaments ; and these 
are often exaggerated.’ The truth is, that the mass of the. 
people in India have all the weak and* the strong points of 
a predominantly agricultural and industrially backward 
population. Western civilization brings with it, its draw- 
backs as well as its conveniences and comforts. It is by 
a balance of these that progress is to be estimated. There 
is extravagance of a sort in these matters among all 


1 “The results of the commission’s infiniries scow that undue 
prominence has been given to the expenditure on marriage and other 
festivals as a cause of the rayat’s indebtedness. The expenditure on 
such occasions may undoubtedly be called extravagant when com- 
pared with the rayat’s means, but the occassions occur seldom, and 
probably in a course of years the total sum spent in this way by any 
ray at is not larger than a man in bis position is justified in spending on 

social and domestic pleasures*. The sums usually spent on these 

occasions have probably been over-estimated, or the operation of other 
causes in producing debt has been overlooked by the officers who have 
attributed the rayat’s burdens so largely to this cause.” — Report of the 
Deccan Biots Commission. 

Mr. Datta says in his Report on High Prices : — “ The Indian culti- 
Tator, is, as a rule, thriftless and extravagant and much addicted to 
litigation. He lacks that business education which leads the rayat to 
restrain his tendency to borrow and which enables him to calculate the 
„ result of expenditure whether on improvements or otherwise.” 
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olasses ox the community, and debts contracted for social 
and religious purposes are not regarded as something un- 
desirable. Custom requires that so much shall be spent 
on festive and mournful occasions, and to most people 
custom is an irresistible tyrant who takes a heavy toll of 
his victims. 

Social reformers have :been crying against this ©vfi 
for years in vain. Factory labourers and artisans are no* 
less free from indebtedness than cultivators, but there are 
a few thrifty people in all the strata of society and the 
saving habit has to be inculcated and strengthened. 
Wages earned and saved in towns are remitted to vil- 
lages to support families on the land. It is an interesting 
phenomenon that people migrate from the districts to* 
towns for earning a living as factory workers, domestic 
servants, petty traders &c. and they remit home their 
savings with which new landed property is purchas- 
ed and old property is repaired. The temptations of town 
life are too strong to be resisted and lead the otherwise 
simple workman into paths of evil living. The so- 
cial reform movement has not yet touched the lower 
classes, and it is they among whom it must spread. We 
have already referred to the indebtedness and poverty of 
the rayats ; and every thing which will make their lives 
brighter, give them sufficient food, shelter and clothing 
and raise them physically, morally and intellectually, 
must be attempted by those who are interested in the uplift 
of the nation. 

277, Villager’s Life. — The life of the villager is of 
the simplest kind* Bread of Bajri and Jvari, or of Wheat 
in Northern India, and Sice in Western and Southern 
India, accompanied by a small quantity of vegetable, 
forms the common dietary. Clothing is rough and* cheap 
in the case both of men and women, and according to 
Western ideas, insufficient. When a potential labourer 
first leaves his village home in the konfcan, he is almost 
in a state of nature except for the small loin cloth, and^ 
catches the fashion of the dhoti and the shirt in the town 
where nude simplicity is not appreoicted- The house® 
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iiave mud walls and thatched roofs and’are kept clean, 
though ideas of personal hygeine and general cleanliness 
are at a discount among the lower classes. A few trinkets 
and holiday clothes constitute their luxuries. Most of the 
village people and many workers in towns are sunk in 
chronic indebtedness and unless and until they learn 
thrift, it is hopeless to expect much improvement in their 
condition. The standard of life of people of the highest 
castes among Hindus and among towns people g 0 nerally,ls 
higher. They are better housed, clothed and fed. 

The condition of the depressed classes is everywhere 
shamefully deplorable. These people have to live on the 
outskirts of villages and towns and they are really out- 
casts. Their houses and general surroundings are dirty 
and their habits are filthy. Manu and other Hindu 
law-givers and the Mahabharata have described the 
origin of the people of the untouchable classes, the dirty 
occupations they must fellow and the wretched food they 
must eat. For two thousand years these classes have 
been living what is hardly a human life. Even to-day 
they are not allowed in southern India to walk through 
the streets and their shadow is pollution to caste people. 
The uplift of these classes is now being taken up as an 
urgent national problem and strenuous and sustained 
efforts alone will solve it. The labouring population in 
towns is fast changing its habits and customs, and this 
change is very slowly permeating the country side where 
kerosene, corrugated iron sheets, glass and chinaware, 
cheap lampware, matches, cigarettes, soap, tea and toys 
are being introduced into common use. 

The Indian cultivator or labourer cannot be compared 
to the farmer or workman in the West in the matter of 
wages and the standard of life. They are so unlike each 
other. The average income of an American working 
man’s family is calculated at Rs, 2f248, 42 per cent of 
which is spent on food and a large percentage is used in 
buying comforts. The average income per family in the 
Deccan village of Dr. Mann’s inquiry, is only Rs. 218 and it 
appears that 70 per cent, of this is spent on food and above 
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22 per cent, on clothing. He concludes : — “ The people in 
the most sound position are those with small families, 
with few children, with much land and with few debts. 
Only 8-1 per cent, of families are able to maintain them- 
selves on their land alone, 27 per cent, on land plus out- 
side labour and the remainder appear to be unable at pre- 
sent to reach the standard of m aintenance which they 
themselves set up.” 

278. Variety in Consumption.— Generalizations 
about the methods of consumption in India, will not be 
true to facts. The extensive variety we have in climate, 
soil, race, religion and culture in the different parts of 
the country, has created different modes of dress, dwel- 
lings, food &c. which are simply bewildering. Contact 
with one another, brought about by improved means of 
communication, is rapidly tending to assimilation by 
provinces and districts of the ways of life of their neigh- 
bours. This growing uniformity must, however, be limited 
by variety, fixed in the nature of things. The inhabitants 
of the Punjab are compelled by their cold climate to wear 
woollen clothing and construct their houses so as afford 
sufficient protection against it- The clothing of the people 
of the southern provinces is the scantiest, and is made of 
cotton. The food that the inhabitants of any part of the 
country eat, is mostly 'determined by the produce of its 
fields, and hence wheat and rice have become staple foods 
in different provinces. 

The shape and style of houses are governed very 
largely by the climate and the building materials that are 
readily available. Hence the variety of stone, bricks, mud, 
timber, bamboos etc. used in the construction of dwellings. 
Heavy rainfall requires a particular kind of roofing, earthen 
tiles or stone work. Mud roofing is enough in districts where 
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the rainfall is sinall in quantity.^ Proximity to forests 
makes cheap timber available and the abundance of certain 
kinds of thatching material fixes the style of roofs. 
Differences of race and religion also play their part as 
much as the natural conditions in fixing the nature of the 
consumption of people and the factors of ignorance and 
intelligence must also not be ignored. Thus are accounted 
for the varieties witnessed among the people of the 
Punjab and Bengal, of Bombay and Madras in respect of 
the kind of wealth they consume and their methods of 
consumption.^ The internal variety in each province and 
locality is, of course, to be attributed to the economic 
condition of different places and classes with reference to 
their trade and their industries. Dictates of religion and 
custom have had a powerful influence in regulating 
consumption as also the degree of the security of life and 
property enjoyed. 


1. Clothing and the structure of the people’s dwellings also vary 
in like manner, being partly determined by the requirements of the 
climate, partly by the nature of the materials available. In Afghanis- 
tan woollen fabrics and sheep skins are in ^general use, and the former 
are much worn also in the Punjab in the cold season by those who can 
afford them, while the poorer classes wear clothes padded with cotton 
wool. Cotton fabrics of varying texture are the ordinary clothing of all 
classes in India, and silks are very much worn in Assam and Burma ; 
but the least civilized tribes of Cbutia Nagpur, of the hills of Assam 
and Eastern Bengal, and the natives of the Andaman Islands, are able 
to exist with the smallest possible amount of clothing habitually worn 
by any of the human race.”— Macmillan’s Geography of India. 

2. The curious may read with interest the account given in his 
Ayeen Akbery by Abul Fazl, of the food, houses, dresses <S:c, of the 
subjects of the Emperor in the different subhas. Speaking of Bengal, 
he says •• — “ The food of the inhabitants is for the most part fish and 
rice ; wheat and barley not being esteemed wholesome here. Great 
numbers of men and women go quite naked, except covering for the 
loins. In this country women are allowed to transact business in 
public”. Concerning Orissa, he writes:— “The periodical rains continue 
during eight months; and they have three months of winter, and only one 
month that is very hot. Rice is cultivated here in great abundance. 
The inhabitants live upon rice, fish and vegetables. After boiling the 
rice, they steep it in cold water and eat it the second day.” 

73 



578 


IHDIAlf EGOHOMICS. 


The ease with which goods can be transported fr©» 
#iie part of the country to another by means of the railway^ 
is breaking down provincial isolation and bringing about 
uniformity. Cloth, sugar, matches, cigarettes, hardware, 
apparel, kerosene, paper, glass, umbrellas &c. which are im- 
ported from abroad, are evenly distributed by the railways all 
over the country for common consumption ; and the imita- 
tion of western dress and furniture and a spirit of common 
Indian nationality, are producing the same results* Reli- 
gious and caste prejudices are steadily giving way before 
the advance of western civilization in the country. 

279* Saving and Investment— Frequent refer- 
ences have been made in previous Chapters to the condi- 
tion of credit in India, the indebtedness of the mass of 
the people, banking facilities, the spread pf the co- 
operative movement and investments in Government loans. 
How far the banking habit is spreading in the country, 
it is difScult to guage with any pretensions to accuracy. 
Our evidence in the matter consists of the deposits in the 
joint stock and Postal savings banks, the contributions of 
people to the loans floated by Government and the progress 
of co-operative credit ; and it points to a steady improve- 
ment in the desired direction. The numerous new in- 
dustrial joint stock companies which have come into 
existence, leave no doubt about the popular tendency 
towards saving and investment ; but the share of the 
common people in this movement, is probably small. It 
is mostly the classes who were accustomed to saving and 
whose earnings left a large margin to be invested, that 
have participated in the new investments. 

The ignorance of the mass of the people and the 
formalities that have to be gone through by the investors in 
purchasing securities and in collecting interest, are a 
serious obstacle that hampers investment. Government 
is fully alive to this and has been simplifying the proce- 
dure connected with investments in its loans. But even 
then the educated and the intelligent classes alone can take- 
advantage of the facilities. The cash certificates, for 
example, brought to the State a decent amount of money,- 
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but the pressure of persuasion that was exerted under the 
stress of war conditions^ did not produce desirable effects- 
Several people who bought the certificates which really 
represented a very good investment, did not understand 
the nature of the transaction and thought it was a kind of 
a war contribution to Government and they are reported 
to have disposed of them even at a loss, though they were 
readily enoashable. 

In his speech introducing the financial statement for 
1919-20, the Finance Member explained what Government 
had done and intended to do to attract the small investor 
and his little hoard to its loans. He pointed out that 
whereas in the 1917 loan, the number of investors , ex- 
cluding purchasers of cash certificates, was 1,55, i03, in 
the loan of 1918, the number of subscribers was no less 
than 2,27,706, and observed that it was clearly of the 
highest importance that every effort should be made to 
retain, and if possible, to increase the new clientele and to 
foster the seed which had been sown. Among the 
advantages of the gradual spread throughout the country 
of a habit of investment, he pointed to the diversion to 
fruitful purposes of India’s sterile hoard of the precious 
metals to the mutual benefit of the individual and the 
State. Habits of economical consumption have to be 
spread among the mass of the people and the advantages 
of foresight and of providing for the future have to be 
impressed upon their minds. 

280« Charity. — Much of the traditional and present- 
day charity in India causes avoidable waste. The instinct 
of pity for the poor and the distressed and of veneration 
for learning and piety, which is guided and strengthened 
by Indian religions and traditions, often leads to extrava- 
gant and wasteful methods of charity. Help which ought 
to be given to the truly deserving, is frittered away on 
sturdy beggars and habitual idlers. An Indian s conscience 
will not allow him to turn away a beggar from his door ; 
and tramps and able-bodied professional mendicants take 
advantage of this attitude of mind. Paupers who cannot 
work for a living, helpless widows and orphans, the blind, 
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and the cripples must all be supported by the community, 
and individual and collective charity has been doing this 
work. Individual and family responsibility for charity 
of this description which has been well recognized in 
India, has obviated a State organization for the purpose. 
And within recent years, hospitals and orphanages have 
been founded by pious people for the relief of distress. 

The Hindu joint family is a co-operative institution 
. and maintains the aged and the weak members. But that 
institution is rapidly falling to pieces before the growth 
and spread of individualism. The advantages and dis- 
advantages of the joint family, we have referred to already. 
Very often it serves as an efficient instrument of produc- 
tion ; but in distribution, it fails to give satisfaction and 
the family becomes a hive in which the workers and the 
drones quarrel. In consumption, the joint family is a 
great help to the aged and the weak and exhibits its use- 
fulness in a most conspicuous manner. It is not impossi- 
ble to combine individualism with the family instinct ; 
and relatives in difficulties and distress may be taken care 
of by members of a divided family who are in a position 
to do so. 

That the organization of Indian religious and chari- 
table endowments is not satisfactory, has now come to be 
widely recognized and the question of placing these on a 
sound footing has been discussed by our legislatures. It 
is admitted that religious and charitable trusts are being 
abused and badly managed and that they do not carry 
out the objects of the original donors. Some hesitate to 
allow State interference in such matters; but without 
strict outside control exercised on behalf of the whole 
community, the existing abuses are not likely to be cor- 
rected. Beggars in India have become a nuisance and 
the problem of dealing with them has attracted a good 
deal of public attention. Much can be done in this regard 
by individuals who must refuse to encourage idleness and 
vagrancy. True charity enjoined by religion cannot mean 
the support of beggars who will not work for an honest 
-living. Communal and public! organizations must take 
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the place of the individual charity which does not serve 
much useful purpose. 

281. eonelusion.— (1) The standard of living of 
the mass of the population is very low. In the (interior 
parts of the country where the bulk of the people live, 
conditions in the matter of housing, sanitation, food, 
clothing &c. are unsatisfactory. 

(2) Eising prices have benefited a few land-holders, but 
a large portion of the cultivating classes and agricultural 
labourers have but little benefited by them. The position of 
merchants, manufacturers, money-lenders and of the urban 
population of the higher and the upper middle classes is 
better. But wages, except in a few instances, have not risen 
in proportion to the higher prices of the necessaries of life ; 
and the lot of those who have fixed incomes, is, of course, 
hard. 

(3) The consumption of imported foreign articles is 
fast spreading in urban areas and new tastes and chang- 
ing habits bespeak a slow social evolution which is in 
progress in the country. But people living in cottages 
are but slightly affected by these influences and continue 
to lead plain rural lives. 

(4) Chronic indebtedness is a serious drawback in 
the position of the cultivating and the working classes^ 
generally and materially curtails their power of produc- 
tion and consumption. 

(5) The evil of drink is unfortunately widespread 
and is responsible for a good deal of misery suffered by 
the lower classes, 

(6) The peculiar customs of the* people which entail 
heavy expenditure on religious rites* and social functions, 
on weddings, funerals, &c. entrench upon their small in** 
comes and often drive them into indebtedness and misery. 

(7) Another evil to which reference must be made is 
litigation. Disputes about land and money dealings are a 
potent cause of ruin to cultivators, craftsmen and labour* 
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ers. The average number of civil suits instituted in British 
India is 20|- lakhs, and in 1913, involved a money value 
of more than Rs. 42 crores. Fifty five per cent of the 
suits instituted in 1913, were for amounts not exceeding 
Es- 50, and 95 per cent of the whole number were for sums 
not exceeding Es. 500. The disputes involve a lot of 
expenditure to litigants ; and cheap justice, by means of 
the institution of punchayats and otherwise, seems to be 
necessary. Factiousness is a common feature of village 
life and modern administration of justice is very costly. 

(8) The joint family system is an important economic 
factor, and an average Indian family is an association for 
consumption as well as for production. Partitions of real 
property are indeed common and usually render production 
inefficient. The joint family system has its advantages 
and drawbacks. It renders living economical and con- 
duces to the protection of the weak and the aged. But it 
likewise chills enterprise and puts a premium on idleness. 
Bickerings ;among the members of a joint family are 
normal and their life is rendered unhappy. 

(9) The instinct of charity is strong in India, and 
owing to the prevalence of private, individual charity, the 
need of the poor law does not exist. Orphanages, hos- 
pitals and other institutions for the relief of the weak, 
the helpless and the suffering, have indeed come into exis- 
tence, and there is immense scope and extensive need for 
“their increase and development. The problem of sturdy 
beggars and mendicants who consume without making any 
contribution, direct or indirect, to the production of com- 
munal wealth, is urgent in India. There is a waste of 
consumption going on in this direction which must be 
controlled and reduced. Charity must be diverted to 
more useful channels conformably to the needs of national 
progress. 

(10) Luxuries of a sort people of all classes will 
always require. But wasteful luxuries indulged in by the 
higher classes, must be curtailed if the people in the lower 
strata of society are to have the means of a decent exis- 
tence. The earnings of the latter will have to increase so 
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“that they may command the necessaries of life in ade- 
quate quantities. Railways^ steamships, the post office, 
the telegraph and other agencies of modern civilization 
are slowly bringing new conveniences and comforts 
within the reach even of the poor. But it has been stated 
above that from the point of view of consumption, there 
is no real and substantial improvement in the lot of the 
lower classes of society, particularly of the rural popu- 
lation. 

(11) The rude rural plenty of the olden times, no 
doubt varied by frequent scarcity, has been now replaced 
by a uniform shortage of food stuffs. Cheap food of a 
better quality must be made available to the middle and 
lower classes. Sanitary dwellings, nourishing food at 
cheap prices, ample supply of pure water, improved 
sanitation and decent clothing are the needs of the urban 
and rural population. The lack of these cannot be 
compensated by the consumption of the so-called luxuries. 

(12) The average income per head of the population 
is low to a degree and is not sufficient to afford the means 
of a healthy and comfortable living. The extravagance 
spoken of in connection with the Indian masses, must, 
therefore, be understood in a comparative and limited 
sense. There is yet much room for thrift even here and 
with proper care a small income may be made to go a long 
way and much waste may be avoided. Saving and useful 
expenditure must be encouraged and the spread of educa- 
tion is calculated to bring about a good deal of improve- 
ment in this respect. 
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